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A Banker's Diary 


CONSIDERING its enormous potential importance, there 
has as yet been comparatively little discussion of the 
so-called Atlantic Charter signed by Mr. 
The Churchill and President Roosevelt at their 
oe historic meeting on board the Augusta. 
No doubt this is because it is still far too 
early for any detailed discussion of the practical issues 
to which the principles of the Atlantic Charter will 
ultimately be applied. With the whole future of civiliza- 
tion still in the melting pot, it would certainly be pre- 
mature, as Sir Robert Noton Barclay points out, to lay 
down any specific programme for post-war reconstruction. 
At the same time, the Charter does express very clearly 
the spirit in which the Allied nations will approach these 
problems and the general objectives which they will 
bear in mind when dealing with them. It does give 
broad indication, that is to say, of the type of world 
economy which is envisaged, and it is not too early to 
examine the general bearing of the Declaration on such 
questions as monetary policy and trade policy. A clear 
understanding of what is implied in this code of principles 
is a necessary background to any discussion of the 
concrete issues when these arise, and it is hoped that, in 
sketching in this general background, our series of 
articles will serve a useful purpose. The other main 
feature of this issue is our annual insurance survey, 
while we would especially call the attention of readers 
to the letters published in our /_E «ony columns 
from Lord Kindersley and Mr. O. R. Hobson. 


IN recent years, increasing attention has been paid to 
the methods of safeguarding and fostering public goodwill 
summed up under the general heading of 
public relations. With the ease of com- 
munication in the modern world, which 
permits rapid dissemination of ideas, 
whether true or false, an attitude of dignified aloofness 
can prove very costly if it permits the growth of mis- 
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understandings. On the other hand, the status of publicity 
in the widest sense is now such that it is possible without 
any surrender of dignity to answer criticisms based on 
obvious misconceptions of fact or theory. Nowadays, 
every Government department has its press relations 
section, and there can be few public bodies or large 
undertakings which are without a public relations officer. 
Even the Bank of England, with its tradition of silence, 
has now tacitly endorsed the modern attitude towards 
this question by the appointment of Mr. Rickatson Hatt. 
Up to the present, however, none of the commercial 
banks seems to have followed the example so widely set. 
Undoubtedly, the friendliest relations exist between the 
City editors and many individual banks, but hitherto 
there has been no authoritative spokesman to whom 
the Press can look for an elucidation of matters of banking 
policy or of questions affecting the banks as a whole. 
This is the more surprising as the practice of banking 
is, in the last analysis, even more dependent upon the 
goodwill of the community than are other essential 
services. Bearing so closely on monetary policy, more- 
over, banking tends always to be a centre of controversy, 
and not only for political reasons. From whatever 
quarter it may come, every unrefuted criticism of the 
banks is a potential influence upon public opinion, which 
is liable to weigh in the balance when the public is 
invited to consider any major issue, such as nationaliza- 
tion. It is surely desirable that the banks should not 
allow their case to go by default, but instead should 
endeavour to place the Press and other organs of opinion 
in a position to instruct and interest the public in banking 
and monetary matters. 


THE remarkable increase in Canada’s financial aid to 
the United Kingdom is strikingly evident from the 

; ; figures which are now available for the 

Financial first six months of 1941. In the current 
fiscal year, as Mr. Isley recently pointed 
out in a special supplement to the Financial 
News, the Dominion Government alone will have to find 
a total of $2,850 millions, of which as much as $goo 
millions is required to finance Canada’s export surplus 
to the remainder of the Empire. In the first half of this 
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year alone, as will be seen from the following table, 
such assistance amounted to no less than $490 millions, 
as compared with $330 millions in the preceding 16 
months and an original estimate of only $260 millions 
for the whole of 1941. By contrast, no more than 
$25 millions was transferred in gold, compared with 
an original estimate of $620 millions. 


STERLING AREA 
RALANCE OF PAYMENTS WITH CANADA AND NEWFOUNDLAND 


Sept. I, Sept. 1, January Original 
1939 1939 to [estimate 
to to June, for 
June 30, Dec. 31, 1941 194! 
1Q4t 1940 
>months) (16 months) (6 months) (12 months) 
$m $m $m. $m. 
Deficit on current account 1,070 55 1s 880 
Canadian assistance 1 
Repatriation ofsecuritiesand 340 ) 
Iner in Canada’s sterling > 820 330 490 zbo 
balance 480 J 
Balk: ice payable in gold . 250 225 25 620 


It will be noted that although practically the whole of 
the Dominion’s sterling debt has now been redeemed, 
there has, nevertheless, been a net increase of as much 
as $480 millions in Canada’s sterling balances, for which 
debt repatriation has failed to provide an outlet. Since 
these balances can be invested only at the very low 
rates of interest ruling in our market as a result of the 
cheap money policy, Canada’s financial policy is generous 
indeed. Though $250 millions has been transferred in 
gold since the outbreak of war, the whole of this has, 
of course, been passed on to the United States to cover 
Canada’s adverse balance with that country, due in 
part to purchases on United Kingdom account. 


FAR-REACHING proposals for the control of the banks 
are contained in the new Australian budget. The trading 
banks are to be licensed by regulations 

Australian which will compel them (a) to hold deposits 
ytaee with the Commonwealth Bank in excess 
of investible funds, the amounts to be 

determined by the Treasurer after discussion with the 
Commonwealth Bank, and (b) to publish accounts and 
balance sheets, and furnish statements, to the Treasurer. 
In addition, the Auditor-General is empowered to 
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investigate and report on the affairs of the banks. At 
first sight these proposals may not seem much more 
rigorous than those put forward by Mr. Fadden. In 
each case the avowed object is to regulate excess banking 
profits with the object of preventing a secondary expan 
sion in deposits and thus providing an additional safe- 
guard against inflation. In essence, the proposal that 
the banks should be called upon to invest their surplus 
funds with the Commonwealth Bank does not differ 
from our system of Treasury deposit borrowing. In fact, 
however, the powers taken under the new budget are 
extremely sweeping. In prescribing the form of accounts, 
the Treasurer can, if he chooses, force a bank to disclose 
its reserve and to show yearly profit and loss. Moreover, 
under our own system of Treasury deposit borrowing 
the banks were allowed an ultimate discretion over the 
sums transferred, whereas in Australia the deposits 
with the Commonwealth Bank are apparently to be 
fixed by the Treasurer without reference to the trading 
banks themselves. It might therefore even be possible 
for the Government actually to drive a bank out of 
business by demanding deposits which could not be 
produced at short notice. Everything depends, clearly, 
on the spirit in which the regulations are administered, 
and hopes of a sympathetic interpretation are scarcely 
encouraged by the fact that the Hon. J. B. py the 
new Treasure r, was the only member of the 1937 Banking 
Commission to report in favour of nationalization. 


IF the control of the banks is in fact to be regarded not 
as a political instrument, but as a technical measure 
of economic control, it would stand a much 

An better chance of achieving its ostensible 
—” purpose of safeguarding against inflation 
if the new budget itself were not inflationary 

in a high degree. Indeed, there is ample justification 
for Mr. Fadden’s accusation that the new Government 
have “ignored the necessity of an all-in war effort, 
infringed the principle of equality of sacrifice, shown 
no endeavour to induce the bulk of the population to 
reduce consumption and excluded those from whom the 
Labour Party expects electoral support from contri- 
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buting justly and reasonably to the additional taxation.’ 
Although total expe nditure to be covered is £5,659,000 
higher at around £325 millions, as the result of increased 
allowances to the “forces, only £22 millions of additional 
revenue is to be raised, instead of £32 millions under 
Mr. Fadden’s budget. This is due to the dropping of 
Mr. Fadden’s “ war-time contribution,’’ equivalent to 
the raising of a blocked loan on the lines of our own 
deferred credit. This would have brought in the sub- 
stantial sum of £25 millions, for the reason that although 
the rates on the higher incomes ranged up to 18s. in the 
pound, the levy would have affected all incomes over 
f100. The new Government has preferred to rely 
instead on the principle of ‘‘ soaking the rich,” a policy 
which has even less prospect of success in Australia than 
in this country as a means of financing a major war 
effort, because the number of really high incomes is 
extremely limited. The main features of the new tax 
proposals are much steeper taxation of the middle range 
of incomes, with rates on the higher incomes which would 
necessitate some reduction of State taxes to prevent 
taxation at more than 20s. in the pound, together with 
a far steeper graduation of the war-time company tax. 
Even if the same nominal revenue could be raised b 

these methods as by Mr. Fadden’s proposals, the uk 
would probably be inflationary, since the payment of 
taxation would not be accompanied by that corres- 
ponding curtailment of consumption expenditure which 
is the only object of raising revenue. Actually, 80 per 
cent. of the actual income will escape any additional tax 
burden altogether, since the large mass of incomes up 
to {200 remain entirely exempt. Thus it is quite certain 
that the restriction of consumption which has not been 
imposed by carefully graded taxation will be brought 
about instead by inflation, either in the form of 
rising prices or shop shortages. The financial counter- 
part of this is the very large sum that will have to be 
raised by borrowing, namely £138 millions, as compared 
with {122 millions in the Fadden budget and no more 
than £86 millions last year. It is claimed, indeed, that 
as much as {80 millions will have to be borrowed from 
the Commonwealth Bank. Since the Australian economy 
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has already reached a point of virtual full employment, 
the danger of credit creation on this scale is self-evident. 


IT was to be expected that after the virtual suspension 
of investment purchases during the two months closure 
of the National War Bond tap, the banks 
would seek to restore a more normal distri- 
bution of assets by heavy subscriptions to 
the new issue. The feature of the October 
clearing returns, as will be seen from the following table, 
is in fact a record jump of as much as £46.6 millions in 
the combined investment portfolio, which now stands 
very little short of the £1,000 millions mark. The expan- 
sion in investments is the more noteworthy in view of 
the very slight decline in advances, which is the first 
indication that fresh lending for war purposes is at last 
tending to offset the steady liquidation of pre-war loans. 


Banks’ 
War Bond 
Subscriptions 


CLEARING BANK RETURNS 
(£ millions) 
October, Change on Change on 


1941 Month Year 
Deposits .. ii os 3,505.8 +61.0 +514.6 
Cash és ts - 328.2 - 1.8 + 58.7 
Call money <a an 131.9 — 2.1 — 5.3 
Discounts ai me 269.9 —45.2 —I103.5 
Treasury Deposits a 595-5 +64.5 +416.0 
investments si 985.9 +46.6 +-263.0 
Advances ai - 823.2 — 3.0 —II0.5 
Acceptances vs ae 104.2 + 2.7 — 8.3 
% % % 
Cash to deposits ae 10.33 0.26 + 0.20 


Even in spite of the sharp rise in investments, however, 
the combined ratio to deposits of the two main earning 
assets is still no higher than 57 per cent., while the liquid 
assets ratio is very little below 42 per cent. It will be 
interesting to see whether the banks are prepared to 
maintain this abnormally unremunerative distribution 
of assets, or whether they will seek to correct these ratios 
by further substantial acquisitions of securities. If the 
banks have now reached their pre-war profits standards 
for purposes of E.P.T., there would, of course, be no 
compelling motive to exchange low-yielding Treasury 
depcsits for longer-dated Government securities. 
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THE month’s expansion of {61 millions in deposits to 
their latest record level is unexpectedly large, considering 
that subscriptions to Government loans up 
October to October 25 amounted to as much 
aide {176 millions, only {£13 millions being 
raleed on balance against floating debt. 
This is in striking contrast with the record increase of 
over £200 millions in floating debt during the preceding 
month. The very small net rise in floating debt is, 
however, somewhat misleading, as an increase of {62.5 
millions in de posit receipts was offset by a decline of 
over £48 millions in tap bills. Normally, one would 
expect an increase of some £50 millions in tap bills as 
the counterpart of accumulating sterling-area funds and 
extra-budgetary receipts. It is probs ible that the sharp 
an line was connected with the requisitioning of Canadian 
stocks and the receipt of an instalment of some {£42 
millions on the Reconstruction Finance Loan of $425 
millions, as both the Canadian and United States Govern- 
ments would presumably have been holding a short-term 
investment meanwhile. It will be seen that, on balance, 
payment for the additional investments was effected by 
a decrease in money market assets, deposit receipts 
providing the counterpart for the whole of the month’s 
increase in deposits. This does not, however, necessarily 
mean that there were no encashme nts of Tre asury de *posits 
at all during the month. The rise of £62.5 millions in 
the outstanding issue of Treasury deposits between 
September 30 and October 25 was the resultant of gross 
issues of {217 millions and repayments of {154.5 millions. 
Nominal maturities in the full four weeks from 
September 27 to October 25, however, amounted to 
£160 millions. If more than {5.5 millions of these October 
maturities had been encashed before the turn of the 
month, therefore, this would imply further encashments 
during October for the amount of the excess. 


ONE of the chief influences on credit has again been the 
persistent rise in the note circulation, which is discussed 
. in a later article. With the sharp decline 

More Ways in savings after the initial rush of sub- 
ved scriptions to the new National War Bonds, 
credit conditions have become extremely 
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comfortable. In the week to November 12, indeed, as 
will be seen from the following table, bankers’ deposits 
rose sharply to the unusually high lev el of £138.9 millions 
as the counterpart of a corresponding jump in Govern- 
ment securities. The accompanying decline in public 
deposits to the exceptionally low figure of {8.4 millions 
leaves little doubt that this movement was due to Ways 
and Means borrowing. 


ANALYSIS OF BANK RETURNS 
(£ millions) 


Note Govt. Bankers’ Public 

Circulation Securities Deposits Deposits 
Oct. 29 id 693.3 136.0 117.0 £37 
Nov. 5 we 699.9 144.3 120.0 10.5 
12 ~ 704.0 164.2 138.9 8.4 
19 a 700.7 150.9 120.0 10.6 


This resort to short-term borrowing from the central 
bank was obviously made with the object of smoothing 
out the amount of weekly Treasury deposit issues. The 
weekly offer of tender Treasury bills has been rigidly 
limited to £75 millions, notwithstanding a steady con- 
traction in the market quota due to the rising outside 
competition generated by credit expansion. In the week 
to November 15, £30 millions of deposits were nominally 
maturing, so that the week’s issue of £40 millions pro- 
vided a nominal amount of only {10 millions of “ new ” 
money. In the following week, on the other hand, there 
were no maturities, and the whole of the week’s call 
for £50 millions of deposits thus represented new money, 
part of which was obviously used for the repayment of 
the previous week’s Ways and Means advances. 


THE scope of the new canned goods rationing is dis- 
appointingly small, and at this stage the scheme is a 
Pol poor substitute for the sweeping curtailment 
hetbotnd of expenditure which would be needed to 
restore orderly conditions of distribution. 

At the same time, it is satisfactory that the Ministry of 
Food has perceived the advantages of the new technique 
of point rationing first adopted by the Board of Trade 
in the clothing scheme. Let us hope that this method of 
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control will eventually be extended over a much wider 
field. Rationing by individual commodities is only 
feasible for basic goods in universal demand and the 
scope for this method of control has been exhausted 
long ago. It is only by rationing whole groups of com- 
modities on a point basis that any appreciable extension 
of orderly distribution is at all possible. The great 
advantages of the point-group technique, by comparison 
with the more primitive method are, first, that it helps 
to restore a certain measure of competitive enterprise 
between retailers, by liberating the consumer from 
dependence on a single shop with which he is registered 
and, secondly, that it permits freedom of consumers’ 
choice between the different commodities in the group. 

In theory, there is no particular reason why the group 
should not be very extensive indeed. Neither the varied 
assortment of articles covered by the clothing scheme, 
nor the selection of canned goods covered by the new 
rationing are in any way homogeneous in the economic 
sense, which is concerned only with conditions of supply 
and demand. The main textile materials such as wool 
and cotton are quite unrelated in their conditions of 
supply, while on the demand side the choice between, 
say, tinned meat and tinned fish does not differ in any 
fundamental way from the choice between tinned meat 
and a pair of socks. If the interchangeability of coupons 
over a wide range of products resulted in an excessive 
demand for any particular good, this could be corrected 
either by increasing the supply of this good at the 
expense of the production of others within the group, 
if this were physically possible, or alternatively by an 
appropriate adjustment of the point prices. It is to be 
hoped that investigations are in progress on the possi- 
bility of extending point-rationing over the whole field of 
foodstuffs in short supply, and possibly to such things 
as drink, tobacco and, above all, fuel. Civilian con- 
sumption of coal, gas and electricity is at the moment 
practically unrestricted, although in this field civilian 
consumption is more directly competitive with the war 
effort than anywhere else. 
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The Atlantic Chee | 


HE President of the United States and the Prime Minister, 
Mr. Churchill, representing His Majesty’s Government in the 
United Kingdom, being met together, deem it right to make 
known certain common principles in the national policies of 
their respective countries on which they base their hopes for 
a better future for the world. 


FIRST, their countries seek no aggrandisement, territorial or 
other. 


SECOND, they desire to see no territorial changes that do not 
accord with the freely expressed wishes of the peoples concerned. 


THIRD, they respect the right of all peoples to choose the form 
of Government under which they will live; and they wish 
to see sovereign rights and self-government restored to those 
who have been forcibly deprived of them. 


FOURTH, they will endeavour, with due respect for their existing 
obligations, to further enjoyment by all States, great or small, 
victor or vanquished, of access, on equal terms, to the trade 
and to the raw materials of the world which are needed for 
their economic prosperity. 


FIFTH, they desire to bring about the fullest collaboration between 
all nations in the economic field, with the object of securing 
for all improved labour standards, economic advancement, 
and social security. 


SIXTH, after the final destruction of Nazi tyranny, they hope 
to see established a peace which will afford to all nations the 
means of dwelling in safety within their own boundaries, and 
which will afford assurance that all the men in all the lands 
may live out their lives in freedom from fear and want. 


SEVENTH, such a peace should enable all men to traverse the 
high seas and oceans without hindrance. 


EIGHTH, they believe all of the nations of the world, for realistic 
as well as spiritual reasons, must come to the abandonment 
of the use of force. Since no future peace can be maintained 
if land, sea, or air armaments continue to be employed by 
nations which threaten, or may threaten, aggression outside 
of their frontiers, they believe, pending the establishment of 
a wider and permanent system of general security, that the 
disarmament of such nations is essential. They will likewise 
aid and encourage ali other practicable measures which will 
lighten for peace-loving peoples the crushing burden of 
armament, 
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An End to Economic Nationalism 


By the Editor 


ml REEDOM from fear; freedom from want.” In 
Frits: six words President Roosevelt has summed up 
the basic aims of the Joint Declaration signed by 
Mr. Churchill and himself at their historic meeting at sea 
in August. The object of this and the three succeeding 
articles is to consider, so far as is possible at this early 
stage, the broad implications of the Charter in its 
economic aspect. This means, as will be evident from 
the full text of the Charter on the previous page, that we 
are concerned mainly with the fourth and fifth of 
the eight points. Briefly, these place on record the 
desire of the adherents to the Charter—which now 
include Soviet Russia and nine other Allied nations, as 
well as the British Empire and the United States—to 
promote Equal Access to the trade and raw materials of 
the world, and Economic Collaboration aimed at securing 
for all improved labour standards, economic advancement 
and social security. 

To be sure, this is no more than a statement of 
abstract principles whose application to any specific set 
of circumstances is not merely left undefined but may be 
open to controversy. That is not to say, however, that 
the Charter can be dismissed forthwith as empty protesta- 
tions. The experts are usually able to decide, within 
reasonable limits, what conforms to the general principle 
and what does not. It is not the rules of the game 
which matter so much as the spirit in which it is played. 
[he Tripartite Agreement provides a recent example 
of this method in the economic field. The Agreement 
was followed by several successive devaluations of the 
French franc. Since it was recognized that this deprecia- 
tion was needed to correct a progressive disequilibrium 
in the French price and cost structure, and did not 
produce under-valuation, it invoked no retaliation, while 
there can be no doubt that the day-to-day working 
co-operation under the Agreement between the American 
monetary authorities and our own was of great assistance 
in maintaining orderly exchange conditions during an 
exceptionally difficult period. 
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By implication, the Charter does, in any case, suggest 
a very clear picture of the type of world economy which 
it envisages, for some types of economic policy and 
economic structure would be completely incompatible 
with the liberal aims and outlook of which it is the 
expression. In the first place, it is obviously to be an 
integrated world economy and not a series of inde- 
pendent and mutually exclusive systems. Access on 
equal terms is to be enjoyed by all nations, great and 
small, and specifically without discrimination between 
victor and vanquished. It is an accepted principle that 
German prosperity is essential to the prosperity of Europe, 
which in turn is an essential condition of prosperity in 
the United States. Thus the adherents of the Charter 
have quite unequivocally pledged themselves to the 
avoidance of autarchic policies. 

Just as clearly they have renounced policies of 
economic nationalism in general. It is now univer- 
sally recognized that the world-wide slump of the 
thirties was greatly exacerbated by restrictionist policies 
which sought a solution on purely national lines, regard- 
less of the consequences for third parties and, therefore, 
of the ultimate repercussions on the initiators of the 
restrictive measures. Attempts were made to combat 
depression by competitive currency depreciation, pro- 
ducing an under-valuation which by definition implies 
an over-valuation of some other currency, so that the 
stimulus to the export industries of the depreciating 
country is at the expense of the export industries, and 
consequently the international purchasing power, of some 
other country. Similarly, the raising of protective 
barriers would secure a temporary stimulus to industries 
producing for the domestic market; but only at the 
expense of export industries elsewhere. Or country A 
would resort to bilateralism in the hope of restoring its 
general balance of payments, regardless of the fact that 
the curtailment of its excess purchases from country B 
would compel the latter to reduce its import surplus in 
trade with C, which in turn could afford to purchase 
less from A. The sorry story and its consequences are 
only too familiar. It would not be too much to say that 
the main object of the Charter is to avoid any repetition 
of international chaos of this kind. Henceforth, in 
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Mr. Eden’s words, “‘ We do not propose to play the 


a”) 


grim game of beggar-my-neighbour. The aim, as 
expressed by Mr. Roosevelt, is to “ place international 
commerce on a basis of fair dealing, equality of treatment 
and mutual benefit.” 

This does not in the least imply, however, that the 
objective is the restoration of an automatic gold standard 
allied to complete free trade, which would be the classical 
antithesis of economic nationalism. No doubt this 
would be the appropriate environment if the sole aim 
were to raise living standards by securing the greatest 
possible abundance of consumption goods through the 
maximization of international trade. But “ freedom 
from want”’ is not the same thing as freedom of trade. 
The purpose of the Charter would not be fulfilled by 
the mere removal of trade barriers, for experience has 
shown that fixed exchanges and free trade may not 
always be compatible with “ social security,’’ which is 
one of the three aims of economic collaboration. 

If severe depression should recur, it must be presumed 
that individual countries would be free to take whatever 
measures they considered necessary to prevent mass 
unemployment within their frontiers. An industrial 
nation with a rigid cost-price structure, for example, 
would not be expected to maintain its exchange parity 
by deflation, but would be free to depreciate, provided 
depreciation were not carried beyond the equilibrium 
point. But if this is permissible, then there could be no 
greater objection to the adoption of any devices, such 
as import duties or export subsidies, which might in 
some cases be a more convenient means of achieving the 
same object. Similarly, a primary producer unable to 
dispose of exports, the demand for which was inelastic, 
would be justified in seeking to improve its balance of 
payments by the imposition of export duties or by 
restriction of output. Provided there were no discrimina- 
tion in the terms available to different buyers, this 
would not in any way contravene the principles laid down 
in the Charter. 

To a certain extent, too, countries would have to be 
left free to take any measure needed to maintain an 
uneconomic distribution of resources, where this was held 
necessary for the sake of some over-riding object of policy. 
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After the stimulus imparted by the present war, for 
example, we shall be left with a fair measure of industrial- 
ization in the primary producing countries and an over- 
expanded agriculture in manufacturing countries such 
as our own. Such departures from the basic principle 
of the territorial division of labour might be represented 
as desirable in the interests of ‘“‘ balanced economy ”’ or 
national defence. In this case, international agreement 
would be necessary on the amount of protection which 
is considered reasonable. If the Charter is successful in 
achieving its political aim of ‘‘ freedom from fear,’’ the 
plea of national defence, certainly, should not carry 
a great deal of weight. And to the limited extent that 
precautions against the war after next are nevertheless 
deemed advisable, it would be necessary to establish 
that the measures proposed are likely to be the most 
effective for their purpose. It has yet to be shown, for 
example, that our own defence would not have been 
better safeguarded if the many millions expended on 
sugar beet subsidies and other agricultural subsidies 
had been devoted instead to the construction of 
destroyers. 

Thus it will be seen that the Charter does not imply 
unqualified free trade and immovable exchange parities. 
Consistently with the Charter, nations could still make 
use of exchange depreciation, protective tariffs, subsidies 
and restriction of output—all the devices, indeed, that 
in unregenerate days have served the cause of pure 
economic nationalism, with the possible exception of 
import quotas, for which nobody, save vested interests 
producing for the home market, has ever found a good 
word. The fundamental difference lies not in technique 
and methods, but in the ends for which particular policies 
are adopted. Provided the object of any departure from 
the free trade principle were understood and mutually 
agreed between the collaborating nations, then there 
would be no question of retaliation or of offsetting 
measures. The fundamental change of outlook which 
this implies may be illustrated by a recent example. 
For the sake of the war effort it was recently desirable 
both to restrict the consumption of luxuries within this 
country and to maximize exports of such goods to the 
United States. Yet the American authorities were 
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constrained to take the British purchase tax into account 
when assessing British exports for import duties. That 
is the kind of incident which would be rendered impossible 
by collaboration in the spirit of the Charter. 

Two things are vital. First, discrimination between 
countries must be avoided. This implies among other 
things the abandonment of the Ottawa idea of Imperial 
preference, which runs directly counter to the principle 
of equal access to trade. Fortunately, the Ottawa 
structure was breaking down of its own volition, even 
before the war. This country has realized that there 
are limits to the possible preference which can be given 
to Empire countries without damaging overseas suppliers 
who are also our own customers, with unfavourable 
reactions on our own export industries. On the other 
hand, the Dominions have realized that Imperial prefer- 
ence does not help them to dispose in neutral markets 
of any surplus which cannot be absorbed by the Empire, 
that it may, indeed, only aggravate this problem. 

Secondly, any measures adopted must be undertaken 
in concert and by mutual agreement. Restrictive 
measures of any kind must aim at correcting maladjust- 
ments without setting up fresh maladjustments. Each 
country, in other words, must take into account from 
the outset the reactions of its policies on other countries. 
Fortunately, the war itself has laid a firm foundation for 
future collaboration between producing and consuming 
countries in such matters as the agreements for estab- 
lishing the strategic reserves of tin and rubber in the 
United States, or the agreement of the United Kingdom to 
share in the finance of the unsold export surpluses of 
Australia and New Zealand. In war-time, this arrange- 
ment is regarded as advantaging the Dominions by 
providing them with the means of payment for essential 
imports, notwithstanding their export difficulties; in 
peace-time the same arrangement would probably be 
regarded as advantaging this country by preventing 
unemployment in our own export industries. 

In spite of these hopeful developments, the stresses 
and strains to be overcome in implementing the principles 
of the Charter must not be under-rated. It is difficult for 
any country to resist the temptation to snatch a transitory 
sectional advantage over its neighbours. With the best 
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will in the world, moreover, it will not be easy to reach 
agreement on many fundamental questions. Is America 
to continue operating an uneconomic tin smelter, is 
Britain to produce wheat costing flagrantly more than 
the world price? Is the Empire as a whole ready to 
abandon the Ottawa principle ? Must the most-favoured- 
nation clause become a necessary feature of all future 
trade agreements, as alone consistent with the principle 
of access on equal terms? What are we to understand 
by ‘‘ due respect for existing obligations’’? All these 
and many other questions require to be elucidated before 
the implications of the Charter take anything like 
definite shape. 

It is instructive to contrast the supremely liberal 
conception of the Atlantic Charter with the Nazi approach 
to the problems of post-war reconstruction on the 
assumption of a German victory. Probably the nearest 
parallel to a statement of broad economic principle, such 
as the Atlantic Charter, is to be found in the interpretation 
of the Lebensraum philosophy by Werner Daitz, a leading 
exponent of Nazi economics. According to Daitz, the 
world economy falls into six more or less isolated com- 
partments, one of which comprises Europe, including 
the British Isles and Russia west of the Urals. It is 
pointed out that if this area is considered as a single 
unit, then 60 per cent. of the trade of the area formerly 
classed as imports, and 75 per cent. of its exports, fall 
into the category of internal trade. After “‘ federation,”’ 
the remaining 40 per cent. of imports and 25 per cent. 
of exports would be considerably curtailed. Imports of 
metals like copper, for instance, would be reduced by 
the modernization of mining technique within the area, 
and imports of food and raw materials by the “ scientific ”’ 
development of backward countries. 

Where the European production of natural materials 
is insufficient, synthetic materials, such as rayon and 
staple fibre, would be substituted in order to make 
Europe ‘‘ independent in an emergency.”’ This would be 
done even though the substitutes could not be produced 
as cheaply, for ‘“‘the attainment of economic freedom 
must not be hampered by regard for world-market prices ”’ 

that is, by the natural specialization of different 
regions. Even Herr Daitz, however, recognizes one 
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ultimate limit to the achievement of self-sufficiency, 
namely the fact that Europe does not include any tropical 
areas. This problem would, however, be solved quite 
simply by the annexation of the African continent to the 
European Lebensraum. 

Nothing could demonstrate more convincingly than 
this programme the utter hypocrisy of the grandiloquent 
talk about a New Order. There is nothing new in Herr 
Daitz’s outlook. Autarchy is still the supreme economic 
objective. The scale of the autarchic unit may have been 
enlarged by hopes of conquest, but the underlying idea 
is unchanged. The desire for “independence in an 
emergency "’ indicates clearly enough the kind of con- 
sideration which underlies the whole scheme. And it is 
because autarchy is not an economic but a military policy 
that political control over any indispensable source of 
supply is taken for granted. The implications for the 
rest of the world of planning on the Nazi model are self- 
evident. The Lebensraum fantasy spells impoverishment 
for the many primary producers overseas, such as the 
Australian wool-grower, the South American meat- 
exporter or the cotton-grower of the United States, who 
would be cut off from most of the highly industrialized 
countries that provide their chief market. And it spells 
political subjugation, as well as economic exploitation, 
for the continent of Africa. 

The ultimate irony is that this phantasmagoria is put 
forward in the name of “ natural law.’’ The word natural 
is one of the many that lose all semblance to their true 
meaning once they are incorporated into the German 
vocabulary. If we are striving after the “ natural,” 
surely, the ultimate ideal would be a state of complete 
laisser-faive. But no: the natural order, in German 
eyes, is the harnessing of two continents to a German 
siege economy and the severance of all economic relations 
with the remaining three. Tor the geographical accident 
that they fall outside the orbit of Germany’s immediate 
territorial ambitions, the natural rubber-producing areas 
of the world must pay the penalty of unemployment and 
distress while German plants fabricate Buna at many 
times the cost of the natural product. And for the 
geographical accident that they fall within this fabulous 
Lebensraum, the countries of Europe must pay the 
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penalty of being shut off from the natural product, and 
using the German substitute or, more probably, none 
at all. On examination, the whole project proves to be 
but a thin disguise for old-fashioned nationalism, and 
aggressive nationalism at that; it is not planning but 
power politics. To turn from this typical product of the 
Teutonic mentality to the broad humanitarianism of the 
Atlantic Charter is like coming up out of a sewer into 
clean, fresh air. 


An Approach to Post-War 


Planning 


By Sir Robert Noton Barclay 
(Chairman of District Bank Ltd.) 
ie addressing the International Labour Office Con- 











ference at Washington on November 6, President 

Roosevelt said: ‘‘In international, as in national 
affairs, economic policy can no longer be an end in 
itself; it is merely a means for achieving social 
objectives.”’ 

The principal underlying cause of war is dissatisfac 
tion arising from the fact that as yet millions of people 
in the world are inadequately fed, clothed or housed. 
If their needs are satisfied the motive of war largely 
disappears, for individual ambition alone, without the 
support of the populace, cannot wage war. Owing to 
the enormous increase in productive capacity, provided 
there is freedom of exchange and distribution, there is 
probably now a sufficiency of supply, potential if not 
actual, to satisfy the reasonable requirements of all, 
and at the same time to provide ample leisure for every- 
body. 

These then are presumably the underlying thoughts 
which inspired those who promulgated the Atlantic 
Charter, and they should be faithfully observed in building 
up a new peace-time economic structure. It must be 
remembered, however, that post-war reconstruction, as 
visualized to-day, will be greatly changed when it has 
actually to be tackled. Thus an attempt to resolve 
problems dogmatically would be foolhardy, and at best 
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present planning can only be tentative and theoretical. 
Nor will plans, however carefully laid, be actually 
executed except in an empirical manner, since their 
application may be accompanied by constantly changing 
conditions justifying many and swift modifications of 
preconceived ideas. 

In such circumstances, courage and initiative will be 
prime essentials in evolving policies, and so unprecedented 
is the present economic and social upheaval that ingenuity 
will be taxed to the utmost. This might suggest futile 
attempts at future planning, owing to fear of failure 
through inexperience, but such a view is not wholly 
tenable because future difficulties are not likely to be 
entirely without parallel to those following 1918. All 
wars, in fact, leave behind a similarity of problems, 
and they really only differ in degree. In reconstructional 
planning it is, therefore, possible to seek guidance from 
past procedure, accepting earlier remedies in full or 
with variation according to present needs. Because we 
have the same powerful foe, in Germany, and the same 
powerful economic ally in America, our blockade is, as 
in the last war, directed against the Continent, whilst 
our main supplies come from the Western Hemisphere. 
After hostilities, therefore, an immediate objective will, 
as in 1918, be to feed and clothe an impoverished Europe, 
and in doing so we shall again depend on the magnanimity 
of America. Once more, the United States will play 
a leading part in monetary affairs, and her decisions will 
vitally affect international trade and its economic 
repercussions. 

So much will be in the direct line of developments 
as they occurred after the last war, but it is worth noting 
that in some respects the conditions are entirely different. 
For example, 1914-18 followed a long period of rising 
interest rates, which continued to move upwards during 
hostilities. The present conflict has come after years 
of cheap money, and so far interest rates have been 
held in check. Savings find their way to the Govern- 
ment by reason of taxation and restrictions on spending, 
rather than through attractive rates. Again, the twenties 
recall an unforgettable boom with rising prices followed 
by deflation, unaccompanied by reductions in wages 
and costs, resulting in heavy unemployment and industrial 
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depression. Here were the results of an unstable 
monetary policy which permitted two extremes, and 
to-day, with credit, interest rates and prices reasonably 
well held, considering the immense war output, there is 
good reason why we may hope to avoid the financial 
perils which beset those earlier post-war years. 

If these aspirations are to be fulfilled, there must be 
no peace-time swing over from stern control to complete 
freedom of action. The change must be that of orderly 
transfer of credit, production and labour, and not admit 
a superstructure of new activities, whilst the old are still 
in full sway. Nor, in the name of orthodoxy, must 
there be any sensational return to balanced budgets and 
dear money, presupposing a removal of State controls 
and responsibilities. Undoubtedly, the objective will 
be to maintain full world employment, since without 
this the earnings of the nations will be reduced, and 
taxation will have to be raised to maintain revenue on 
a smaller income. 

Beyond this, the monetary problem will be to 
maintain rather than to increase credit : simultaneously 
the incidence of purchasing power must be deflected from 
war to peace production. Plainly, there will be no 
shortage of applications for finance arising out of peace- 
time projects. Indeed, they will be legion, and apart 
from the replacement of war-damaged properties and 
chatteis, the demands for capital and credit will, the 
world over, be similar to, although greater than, those 
which arose after the last war. Transport will be well 
in the van as regards repairs and extensions of railroads 
and highways, also respecting supplies of locomotives 
and vehicles. Industry will seek capital equipment for 
the extension of plant and the replacement of obsolete 
machinery. Consumer demand, entailing replacement 
of depleted world stocks, will draw upon savings and 
investments, and add to the strain of providing raw 
materials for all concerned. 

Controlling the tempo of all these phases of potential 
peace-time activities will be credit. On the monetary 
side, therefore, if inflation is to be avoided, rationing of 
credit will have to be enforced, but as to the priority of 
claims for this or that public service or industry, plainly 
it is a matter for economic planning. 
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The question might first be asked as to the length 
of time for such planning, but to cite either five or 
fifty years is surely premature when Victory has yet 
to be won. Again, empirical planning could hardly 
work to a time-table, and it seems fairly obvious that 
a term of years, say three to five, is well advised, on the 
understanding that a shorter or longer period can be 
decided on if events prove the wisdom of a change. 

Then it might be thought that such long-term 
planning, dominated as it would be by Government 
intervention, could not hope to succeed in a world 
becoming restive about restrictive controls. As regards 
rationing and spending, such doubts might be more 
readily admitted, and progressive relaxation of such 
restrictive measures will have to be an objective of 
peace-time. But with industry the position may be 
different. Here it is worth recalling that some years 
ago Mr. Keynes accepted the passing of individualism ; 
and the war, with its concentration of industries and 
the increased participation of the State in the ordering 
of the national life, has merely hastened this far-reaching 
development to such an extent that it is already largely 
recognized. In all countries, and particularly indus- 
trialized ones, these changed conditions have gone far 
and seem likely to remain. Consequently, controls of 
capital and supplies may be more readily accepted. 
Incidentally, Mr. Keynes associates these new conditions 
with a perpetuation of low interest rates, and this augurs 
well as regards the mitigation of any economic upset 
which might be caused through dearer money. 

Of major importance will be the choice of economic 
evolution by public works schemes, or the release of 
consumer credit. A fair application of both policies 
will doubtless be required to bring maximum economic 
prosperity to the world, but which should receive emphasis 
or precedence ? On this matter it seems likely that there 
may besome little difference of opinion, and the issues may 
be usefully ventilated. 

Public works schemes, as such, imply sweeping 
demands for capital goods, large scale but specialized 
employment in their manufacture, and the ultimate 
spread of purchasing power, through wages, to consumer 
demand, with further employment in its satisfaction. 
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On the other hand, an initial expansion of consumer 
credit implies an immediate demand for countless 
consumer goods with a diversity of employment in their 
production and a quick absorption of labour, not neces- 
sarily skilled or specialized and, therefore, not highly 
selective in drawing men from the forces back into civil 
occupation. Because of the initial intake of labour 
into industry and, being unskilled, its indiscriminate 
selection, and because the benefits of increased demands 
for raw products would affect many countries, a post- 

war revival based on consumer credit might more readily 
find favour than planned recovery founded on public 
works schemes favouring a minority of highly indus- 
trialized countries. Furthermore, it might reasonably 
be maintained that should the offtake of labour, arising 
out of consumer credit, be insufficient, or should any 
untoward setback intervene, then would be the time to 
launch public-works schemes, a second string as it were, 
if economic recovery were delayed. 

Now these are divergent policies, but in deciding the 
— at issue it may not be out of place to remark th: ut 

the development of peace-time production in any country 
will largely depend on the raw material it has at hand 
or the supplies it will be able to gain by way of imports. 
In the case of this country imports are, of course, now 
readily available, but the generosity of America and 
the Empire, prompted as it is by a sympathetic war tie, 
is the mainspring of our supplies. Can we, there fore, 
look to a diversity of imports after the war—or at least 
immediately after the war—when international negotia- 
tions, as regards credit and trade, are under discussion 
but by no means decided? If not, then plainly out 
national products, coal, iron, steel and building materials, 
will direct our reconstruction, and the key to our peace- 
time economic prosperity will be the development and 
improvement of roads and railways and the manufacture 
of rolling stock, plant and machinery. 

Applying this principle to other countries, should 
they not immediately after the war seek to ‘lay the 
foundation of their renewed prosperity in the exploitation 
of what they are best able to produce? But, lest this 
should suggest that each country is to live by taking in 
its own washing, the Atlantic Charter leads one to hope 
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for a much happier alternative. In this both America 
and Britain ‘‘will endeavour, with due respect to existing 
obligations, to further enjoyment by all States, great or 
small, victor or vanquished, of access on equal terms 
to the trade and the raw materials of the world. They 
desire to bring about the fullest collaboration between 
all nations in the economic field, with the object of 
securing for all, improved labour standards, economic 
advancement and social security.” 

Here, surely, is statesmanlike planning, and with 
what potentialities, since economic collaboration is 
agreed! If the phraseology only implied maximum 
production, that would still leave the nations inde- 
pendent as regards their approach to peace-time pros- 
perity. But the Bond includes access to raw materials 
and extends to maximum exchange. Can this be taken 
to indicate that the financial tangle of debts will be 
cleared up by forbearance and that the lease-lend 
principles of payment in kind will be acceptable as regards 
future commitments? If so, an era of freer imports 
and exports is in sight, and to this end each country 
will play a progressive part according to its ability, 
the underlying “ Atlantic’’ motif being improved 
economic and social standards. 

The Atlantic Charter spells prosperity not for us 
alone, but for Mankind. Presumably others will be 
allowed to buy from us and we in turn can buy from 
them. Plainly, imports are not to be denied us, at least 
so far as they augment international trade, and this, 
in other words, means that we shall be allowed imports 
for manufacture into exports. Our post-war recon- 
struction can, therefore, be planned on our own initiative, 
as regards capital goods and, with the help of others, 
as regards supplies for exports. 

With both public works schemes and a revival in 
exports our speedy recovery should be assured, and in 
such circumstances consumption credit, within sensible 
limitations, need not be denied. Indeed, to stem it 
would be to create shortages when spendable incomes 
are increasing and therein would lie inflation. So 
acrimony, as to the manner in which post-war prosperity 
will be achieved, can be ruled out: instead all can play 
a part, but in sensible order and proportion. 
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The American View 


(By a Correspondent lately in the United States) 


Charter was welcomed as a beginning of the statement 

of Allied war aims, not as a complete statement, and 
there is a lively expectation that the two Governments 
will go on to expand their views and define their inten- 
tions. But whereas it is fair to say that attention in 
Great Britain has been concentrated on the last point 
and the value of the Charter is thought to lie quite 
considerably in the adhesion of the American President 
to the view that Germany must be unilaterally disarmed, 
in America it was Points Four and Five that gave the 
greatest satisfaction. An analysis of opinion in the two 
countries would seem to indicate that, while the 
Americans did not quite realize to what they were held 
by their partners to have committed themselves in the 
political points, the British have been equally slow in 
realizing the meaning of the superficially platitudinous 
economic points. 

The political point may be examined first. The 
Eighth Point, it will be recalled, after expressing a belief 
that all the nations of the world ‘‘ must come to the 
abandonment of the use of force,’’ declares that no 
future peace can be maintained if armaments continue 
to be employed “ by nations which threaten, or may 
threaten, aggression outside of their frontiers.”” Accord- 
ingly, ‘‘ pending the establishment of a wider and per- 
manent system of general security,’ the disarmament of 
‘such nations ”’ is declared to be essential. Mr. Churchill 
has said that, for him, this clause means the disarmament 
of the Axis Powers, with the Democracies remaining 
armed for a long time to come. But in America the 
interpretation is somewhat different. The period before 
a ‘“‘ wider and permanent system of general security ”’ 
is set up, and even the period before all nations abandon 
the use of force, are both thought of as being much 
shorter than the generation or two envisaged by Mr. 
Churchill. General multilateral disarmament is expected 
to follow very shortly after the unilateral disarmament 
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of Germany. In short, the Eighth Point, instead of 
setting up an alternative to what may, for brevity’s sake, 
be called the Geneva solution, is read as repeating the 
outlines of that system. There are even commentators 
(though they are a minority) who read the words “ nations 
which threaten, or mz 1y threaten, aggression ”’ as meaning, 
— simply, all sovereign States, and who accordingly 

ad the Eighth Point as calling for immediate and 
saiieoead disarmament. It is clear that the nation 
which was host to the first Disarmament Conference and 
father to the Kellogg Pact has not yet successfully 
united practicability ‘and idealism. 

Similar ambiguities beset the Fourth Point, which 
reads as follows : 

“ They will endeavour, with due respect for their 
existing obligations, to further enjoyment by all 
States, great or small, victor or vanquished, of access, 
on equal terms, to the trade and to the raw materials 
of the world which are needed for their economic 
prosperity.’ 

This clause, too, can be made to mean different things. 
For example, the absence of a comma after “ world ”’ 
turns the following words into a qualification. What 
varieties of trade or of raw materials are those which are 
needed for economic prosperity ? And is equal access 
to be restricted to these raw materials? But just as 
Mr. Churchill confidently cut through the ambiguities of 
Point Eight and declared that it meant unilate ral dis- 
armament of Germany, so American opinion disregards 
the possible divergences of interpretation of Point Four 
and declares that it means the adherence of Great Britain 
to the order of ideas on international trade professed by 
Mr. Cordell Hull. 

There is, it is true, the qualifyi ing phrase “ with due 
respect for their existing obligations,’ which has caused 
a great deal of questioning in America. There were some 
who saw in it a reference to undisclosed secret treaties, 
and even among those who rejected such a melodramatic 
interpretation, there was hesitation in accepting what seems 
to a British observer to be the obvious meaning—namely, 
that exc eption is made for the existing system of imperial 
preference. But what is clear is that the British Govern- 
ment is held to have promised neither to grant nor to 
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request any new preferences; and there is a tendency 
in America to argue that “ existing ’’ could not be held 
to cover the renewal of preferences when they expire. 
This interpretation would, of course, be challenged in 
London ; but it is widely heard in America. 

It is unlikely that the American interpretation of 
‘equal terms’’ would stop short at tariff equality. 
The objection of the United States Government to other 
methods of trade control has frequently been put on 
record. For example, in an official communication of 
March, 1940, discriminatory bilateral arrangements, ex- 
cessive tariff barriers, quantitative regulations and 
exchange control are equally and flatly condemned as 
‘weapons of economic warfare.” Any of these would 
be regarded in America as being in contravention of the 
pledge to “‘ further enjoyment of access on equal terms.”’ 
Mr. Sumner Welles has given an interpretation of Article 
Four as definite as Mr. Churchill’s of Article Eight : 
‘“ The Atlantic Declaration means that every nation has 
a right to expect that its legitimate trade will not be 
diverted by towering tariffs, preferences, discriminations 
or narrow bilateral practices.” 

The state of opinion revealed by these interpretations 
is one that the British public would be well advised to 
take very seriously indeed. It isnot true that these views, 
though the lifelong passion of Mr. Cordell Hull, are smiled 
at by his more cynical colleagues. That is a wholly false 
picture, as any visitor to the United States will quickly 
discover. What is more, there is a strong correlation 
between sympathy for Britain and advocacy of trade 
liberation. If Great Britain disappoints Mr. Cordell 
Hull’s supporters, she will be alienating those to whom 
she must look for assistance in the war and for collabora- 
tion in the peace. 

The American attitude can, of course, easily be 
derided. For all Mr. Cordell Hull’s bilateral treaties, the 
United States is still a high tariff country. Moreover, on 
a tu quogue level of argument, it can be pointed out that 
the United States has preferential arrangements with 
Cuba and her own colonies and that, so far as the United 
Kingdom is concerned, much of the benefit of the Recip- 
rocal Trade Treaty of 1938 was taken away two years 
later when a legalistic interpretation of the Tariff Act 
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caused the American rates to be raised to “ offset” the 
British Purchase Tax. It could be said that America is 
proposing to retain the trade barrier which she herself 
finds useful—namely, protective duties—while doing 
away with those on which weaker countries have to rely. 
But all such rejoinders will be more likely to embitter 
the atmosphere than to change the mind of the American 
Government or people. They are likely to stand on the 
ground that, in the past decade, the United States has 
devoted great effort to the reduction of its tariff barrier 
and has not indulged in any of the other varieties of 
trade obstruction (except, of course, as part of a deliberate 
economic war against the Axis), while Great Britain, in 
the same period, has established a brand new protective 
tariff, set up a far-reaching preferential system with the 
Dominions, negotiated a succession of bilateral agree- 
ments, persuaded many countries to grant to British trade 
advantages that are not extended to American trade, 
and finally capped this record by instituting exchange 
control. Of the two records, provided they go back no 
further than 1931, there is no question which has been 
the more sincerely inspired by the determination to 
expand the volume of international trade. And if there 
is an attempt to extend the enquiry by one more year, 
back to the Hawley-Smoot tariff of 1930, the answer will 
be that since that piece of economic aggression there has 
been a complete revulsion in the American mind—an 
answer which no one who has studied the state of 
American opinion to-day will feel inclined to question. 
In trade matters, it will be urged, America is the old 
sinner come to repentance; Britain is the neophyte 
yielding to the first temptations of a career of crime. 

On top of these arguments is the simple political fact 
that the liberation of international trade according to 
Mr. Hull’s principles is one of the chief war aims—the 
only one yet precisely formulated—of the nation upon 
which the victory of the democratic cause and the 
establishment of a stable peace depend. It is not too 
much to say that the extent of the repayment that will 
be required for the aid given under Lend-Lease may turn 
on the sincerity and spontaneity of the British response 
to the American lead. 

In the American view, as already explained, the 
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general principle is held to have been accepted by the 
British Government in Point Four of the Atlantic Charter. 
But even if there is no disagreement on this score, it is 
not hard to foresee the difficulties that will arise in any 
attempt to apply the general principles in practice. It is 
somewhat harder, but not wholly impossible, to foresee 
the ways in which those difficulties will be overcome. 
The first difficulty is likely to arise over the question of 
continuing in peace-time the British war-time system of 
exchange control. There is a school of thought in 
England which would be prepared to welcome the 
perpetuation of exchange control for its own sake, as a 
legitimate and useful weapon of general economic policy. 
But even if this view be rejected (as the majority un- 
doubtedly would reject it), there are likely to be practical 
difficulties in the way of a complete removal of exchange 
control for many years after the war. Unfortunately, 
it is precisely against the dominant strength of the dollar 
that the defences may have to be kept up. The test is 
simple—would demand and supply for dollars against 
pounds balance without a control? Or would the effort 
to balance the accounts in a free market lead to a deprecia- 
tion of sterling so drastic that neither country would 
permit it? No exact answer can, of course, be given 
at present. But all through the 1930s the sterling area 
had chronic difficulty in meeting its requirements of 
dollars and succeeded in balancing the accounts only by 
exporting huge quantities of gold. Is it not likely that 
the post-war position will be even less favourable to 
sterling and even more favourable to the dollar ? 

Here, then, is the first cause of difficulty. Dispute 
may, however, be averted if it is found possible to restrict 
the control to movements of capital. This is a technical 
matter on which there is no room to enter here. But it it 
were found practicable, the objections of the Americans 

who have frequently called for the control of “ hot 
money ’’-might be surmounted. And in any case, dis- 
cussion will be facilitated by the fullest and most frequent 
publication of the balance sheet of pounds against dollars. 
[f it can be demonstrated that every dollar the sterling 
area can earn is spent without meeting the demand, it 
will be difficult for anyone to demand that the impossible 
be performed. 
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A second cause of friction is likely to arise out of 
the desire, which will certainly be manifested in post-war 
Britain, to prevent excessive fluctuations in the volume 
of imports from disturbing any plans that may be laid 
for stabilizing the domestic economy. Here again, if the 
case is properly presented, there is no reason why it 
should not be accepted. But to do so, it will have to be 
made clear that the need for stabilization is not simply 
being made a stalking horse for restriction—as it all too 
frequently was in the 1930s. If limits to imports are set, 
they will have to be generous limits which do not restrict 
the normal flow of trade, but simply prevent a sudden, 
abnormal expansion. 

Agreement will be more difficult to secure on the 
issue of bilateralism. Great Britain will be faced, after the 
war, with the necessity of rebuilding her export trade 

a necessity made the greater by the restrictions on 
exports imposed as a consequence of Lend-Lease. In 
this reconstruction, there will inevitably be a tendency 

indeed, a necessity —-to make use as a_ bargaining 
counter of Britain’s buying power. Britain will be unable 
to continue buying her accustomed quantities of food 
and raw materials unless the supplying councries will 
take payment substantially in British goods. The 
American view would not, of course, rule out such 
bargaining ; but it would insist that the advantages thus 
secured should be extended to all other exporters—speci- 
fically to the United States—by the application of the 
most-favoured-nation clause. It is true that by careful 
selection of the schedules to be reduced, the advantages 
of a bargain can often be substantially confined to the 
parties to it ; but between British and American exports 
the scope for such distinctions must be small. It is 
possible that a compromise might be found on the lines 
that no bilateral bargain would be entered into by Great 
Britain which would have the effect of reducing the 
absolute volume of American sales of the goods, and in 
the market in question, below their pre-war level. To 
the British mind, such an arrangement would appear to 
be essentially equitable. But American acceptance of it 
would not be easy to secure. 

Finally, there is the vexed question of imperial 
preference. The American doctrine, in its full severity, 
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is that the British Dominions are independent sovereign 
States, that preferences mutually accorded between them 
and the United Kingdom are a breach of the most- 
favoured nation principle, and that the United States 
accordingly can claim to be granted the preferential rates 
without any quid pro quo on her part. If the suggestion 
were made in this form, it could hardly meet with any- 
thing but rejection, if for no other reason than that the 
already strained balance of payments could not meet the 
added requirement of dollars, without any counter- 
balancing supply, that the admission of America to the 
Ottawa ring would imply. But this purely economic 
argument could be met if, as is probable, the American 
application for Ottawa membership were sweetened by 
further reductions in the American duties on goods from 
all British countries. But even so, there would be 
enormous political obstacles to overcome—in Ottawa, 
Canberra, Pretoria and Wellington, if not in London, 
and at Westminster, if not in Whitehall. 





The Rebirth of International 
Trade 
By Richard Fry 


(Financial Editor of the ‘“‘ Manchester Guardian ’’) 


F all the clauses of the Atlantic Declaration the 

fifth is the easiest game of the cynic. There is a 

sadly familiar ring about the professed desire “‘ to 
bring about the fullest collaboration between all nations 
in the economic field, with the object of securing for all 
improved labour standards, economic advancement, and 
social security.” Yet on careful analysis this phrase 
proves to be a highly significant proclamation of faith. 
lt has, contrary to appearances, considerably more solid 
content than the preceding clause. In the first place, 
clause four obviously envisages a deliberate restoration 
of international trade and lays down a code of manners. 
That alone could only be enforced by a firm international 
agreement on the principles of commercial policy. But 
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“access on equal terms ’’ to raw materials and markets 
would still remain a nebulous ideal unless a world-wide 
financial system were set up by which some equilibrium 
of power can be established between creditor and debtor 
States. Trade restrictions and barter methods cannot 
possibly be overcome without some alternative means 
of balancing each country’s foreign debits and credits, 
and particularly of enabling countries to import for a 
time more than they export, or vice versa. Without 
international collaboration, and in fact without inter- 
national planning by a permanent body, the whole concept 
would fall to the ground. 

But assuming that such agreement can be procured, 
the real difficulty only begins. If there was not enough 
trade to go round before the war, how is the extra trade 
to be provided so that all can have their fair share ? 
All countries will have experienced full employment 
during the war, and we may be sure that all will struggle 
hard to maintain it. Any lifting of trade barriers or 
exchange controls involves a risk of excessive imports 
which, if they cannot be offset by an expansion of exports, 
tend to throw workers out of employment. After the 
reduction or, in certain countries, the elimination of 
munitions work, the great re-stocking demand throughout 
the world may help to solve the problems of demobiliza- 
tion and readjustment to peace production, but in the 
long run full employment can only be maintained by 
a steady expansion of production and sales. There is 
no longer a Dark Continent waiting to be opened up; 
few countries are so backward that new markets can be 
created merely by building railways and public utilities. 
On the other hand, it is now widely realized that the 
potential demand of the world’s populations is more than 
sufficient, if it can be made active, to keep the world’s 
farms, mines, and factories busy for a long time to come. 
The only hope, then, of creating sufficient trade for all 
after the war will be a conscious attempt to raise the 
standard of living over the greatest possible part of the 
earth. What is meant is expressed in the famous saying 
that Lancashire’s worries would be over on the day 
when all Chinese peasants decided to wear their shirts 
two inches longer. The standard of living will be the 
Dark Continent of the Twentieth Century. 
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No one should under-rate the strong and wide-spread 
support which the new creed already commands in the 
United States. Ten years ago Mr. Cordell Hull was still 
crying in the wilderness when he pleaded for a general 
reversal of restrictive trade policies. The writer 
remembers vividly how, during the London Economic 
Conference in 1933, the ardour of the American Secretary 
of State suddenly become tinged with tragedy when the 
news came through from Washington one morning that 
the President had changed his economic advisers and 
ordered the devaluation of the dollar. The noble crusader 
seemed to have grown ten years older overnight. What 
a pity it was, we thought then, that the last of the true 
prophets had been cast away, and with him the last hope 
of getting the American ship out of dry-dock before it 
was too late. We were wrong. Mr. Hull has hung on, 
and he has come back. He could not refloat American 
trade policy in time to avert disaster, but by perseverance 
and sheer force of character he has converted a great 
body of American opinion to his views. Under its present 
Administration the United States stands for a return to 
a modified system of free trade—not, indeed, the 
unfettered free trade of the Manchester school, but a 
code of national policies that will permit as much 
freedom of international exchange as is compatible with 
reasonably full employment, public health, and national 
security everywhere, and which is to provide a steadily 
widening scope for world trade through the planned 
raising of living standards throughout the world. That 
American faith pervades the economic clauses of the 
Charter, and it must be admitted that the clauses go 
farther than British opinion would at this stage have 
gone unaided. 

In this country, we have seen too much of the 
intimate connexion of world trade with international 
indebtedness to go on talking of trade restrictions without 
mentioning finance. Most of us have long realized that 
debtor countries cannot be expected to maintain free 
imports if their creditors are not prepared to take debt 
service in the form of goods. After this war the United 
Kingdom will be, in certain important directions, a debtor 
country. No doubt we shall still have substantial foreign 
investments left; British banking and insurance, and 
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to some extent shipping, will still represent appreciable 
earning power. But we cannot, except on paper, set off 
our assets in, say, Brazil against our debt to the United 
States or Canada. Apart from the debts which will then 
exist, any substantial liberation of imports into this 
country would create an enormous immediate demand 
for foreign goods, and we should not know until much 
later how far the corresponding lifting of restrictions 
abroad would help us to earn sufficient foreign exchange 
by exports to pay for the imports. We might well claim 
understanding, therefore, for some feeling of caution 
in the matter of abandoning our own restrictive arrange- 
ments until we can see more clearly, first, whether the 
countries to whom we shall be indebted are ready to 
accept an import surplus and, secondly, whether some 
financial arrangement on the general lines of the Lease- 
Lend principle can be devised to smooth out temporary 
dislocation of trade balances. 

The crux of the matter, not only for this country but 
for the future of world trade, is the readiness or otherwise 
of the United States after the war to import more from 
all sources together than it exports. It is the only country 
in the world that could pay for a large and persistent 
excess of imports, assuming that gold will remain an 
accepted means of international payment. By accepting 
a regular import surplus the United States would not 
only ensure the gradual redistribution of its huge gold 
hoard. It could at the same time help to create the 
conditions in which alone the attempt to “‘ unfreeze ”’ 
international trade would have a chance of success. 
These facts are appreciated by Mr. Cordell Hull and his 
loyal disciple, Mr. Sumner Welles. The latter, in his 
remarkable speech at the National Foreign Trade Con- 
vention on October 8, admitted more frankly than 
any American had ever done before that the high tariff 
policy pursued by the United States between 1921 and 
1930 had compelled other nations to seek compensation 
for the loss of that great market in restrictive quotas, 
preferential arrangements, and bi-lateral trade and pay- 
ments agreements. His Government, he said, was 
determined to create “‘ conditions under which restrictive 
and unconscientious tariff preferentials and discrimina- 
tions are things of the past ; under which destructive 
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trade warfare shall be replaced by co-operation for the 
welfare of all nations.” He added that after the war 
the United States would not again furnish, as it had 
done after the last war, ‘‘ an excuse for trade-destroying 
and trade-diverting practices.”’ 

In these matters which involve the happiness of 
millions of people it pays to be frank from the start. 
We cannot overlook the fact that the United States will 
be in a better position than any other country to take 
risks. It is not dependent, as this country is, on massive 
imports for the sheer sustenance of its people. It is not 
dependent on exports for full employment except in 
certain farm products, cotton, and tobacco. It has a 
vast store of gold to cushion the effect of a prolonged 
import surplus. It has still large scope for internal 
development. On the other hand, powerful interests 
have had time to grow up behind the high tariff wall. 
Many of these interests will be hurt if the policy advanced 
by Mr. Welles is carried into full effect. Can we afford 
to take it for granted that American opinion will remain 
loyal to the new creed when it comes to be applied to 
its own economy, at the certain cost of considerable dis- 
location ? There is, of course, some highly encouraging 
evidence of readiness to face the cost of economic world 
leadership. It may be that not all those who have been 
fired by the concept realize that it implies excess imports 
for the United States. Strong opposition is certain to 
arise when this fact is fully appreciated. But if Mr. Hull 
and his small group of believers have in a few years 
turned a forlorn hope into a widely accepted programme, 
it is not for us to be pessimistic. 

It should be made clear that the immediate programme 
of the American administration does not call for the 
removal of all trade restrictions. Straightforward pro- 
tective tariffs are to be maintained, though it is intended 
to reduce them gradually, as the United States has in 
fact already done for some years past, and to make them 
free of discrimination through the universal application 
of the most-favoured-nation clause. All ‘“‘ unconsci- 
entious’’ tariffs, preferences, quantitative quotas, 
exchange controls, and bi-lateral arrangements are to be 
abandoned. That, in the American view, is to be the 
first practical step towards the thawing and expansion of 
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world trade. In principle, this plan should command the 
ready sympathy and support of this country ; in practice, 
there are considerable difficulties to be overcome before 
the American challenge can be freely accepted. It has 
already been mentioned that we shall, after the war, be 
short of foreign exchange. That will apply especially 
to dollars, and it will apply to the sterling area as a whole. 
If we were at that stage to abandon Imperial preferences, 
even assuming that the Dominions would agree, most 
parts of the Empire would begin to purchase more from 
the United States. As they could by no means be sure 
of earning additional dollars by greater exports, we should 
have to prevent that development by maintaining 
exchange control, which is also one of the condemned 
practices. We may, in any case, find it very difficult to 
abandon all exchange control for some time after the 
war unless we wished to risk plain default or a very 
heavy depreciation of sterling. 

Again, British exporters will have lost many valuable 
trade connexions in overseas markets by the time the war 
ends. It will be far more vital to us than to the Americans 
to regain export trade, and there will be a strong case 
for assisting exporters in suitable markets by making 
use of our bargaining power as large importers. It is 
difficult to believe that we shall be able to do altogether 
without some bi-lateral arrangements by which we might 
ensure that those countries from which we purchase most 
heavily will make it possible for us to pay them in 
goods. Not only our own bargaining power but that 
of Europe as a whole will be potentially enormous, and it 
would be better to face the fact that this power will 
not remain entirely unused. There is also British agri- 
culture to be considered, to which the Government has 
made definite promises extending beyond the war. There 
are protected industries here and in the Empire which 
we must maintain for those military purposes which are 
clearly laid down in the Charter. Finally, we have 
secured full employment during the war—though ex- 
cluding the millions of men in the fighting forces—by 
an elaborate system of governmental plans and controls. 
The American faith demands a return to free individual 
enterprise, and in the end this may well provide a better 
chance of sustained full employment than complete State 
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Planning. But it will certainly not do so during the 
period of readjustment from one system to the other, 
and if a disastrous recurrence of mass unemployment 
is to be averted, the transition will have to take place 
by gradual stages and under careful guidance. 

All this does not mean that Britain will have to reject 
the American proposals. Far from it; they point the 
way to the only kind of reconstruction in which this 
country could hope to maintain its traditional identity. 
But it does mean that the settlement must be patiently 
negotiated between the United States and the British 
Empire, and that a great deal of goodwill and under- 
standing of mutual difficulties will be required to reach 
detailed agreement. It is a matter of life and death 
that the English-speaking nations should be permanently 
ranged together. If they can once agree on the principles 
that they wish to establish in the economic field, as they 
are already at one in their political faith, it must be 
possible to work out a common plan which they can 
put forward with the backing of their joint power. 






Life Assurance in Time of War 
By G. H. Recknell, F.1LA., FFA. 


” T its worst the storm only touched profits, never 
A soivency The attack made its mark on the 
outworks, but left the citadel unshaken.’’ In 
these words a distinguished actuary of a former genera- 
tion summed up the effects of the last war on life assur 
ance. The same description can happily be applied—-so 
far at any rate—to the present war ; and that this should 
be true is a tribute alike to the skilful management of the 
past and the essential stability of the business. Stability 
is indeed the outstanding characteristic of life assurance. 
Without it this business, which is among the oldest of 
our corporate institutions, could never have survived the 
successive shocks of the past 200 years, let alone have 
achieved such wonderful progress and the importance 
that is now universally attributed to it. 
Nevertheless, the impact of this war has been immediate 
and severe ; immediate, because of the wholesale evacua- 
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tion of offices and loss of staff to the services, and severe, 
by reason of the adverse change in all the elements which 
together constitute the economics of life assurance. Now 
that clerical staffs are no longer reserved, almost one- 
half of the pre-war male staff is serving with the forces, 
though it should not, however, be thought that ‘‘ dereser- 
vation’ of male clerical staff indicates an imperfect 
appreciation in official quarters of the national importance 
of life assurance. Rather is it that the authorities rightly 
consider that reduced war-time business can be supported 
by those that remain, supplemented by female labour ; 
and it is perhaps permissible to recall that in similar 
circumstances during the last war one well-known actuary 
was described somewhat equivocally as carrying on in 
his office with a lot of inexperienced girls. 

During the first fifteen months (until December, 1940) 
the most severe strain was caused by the onset of heavy 
depreciation of capital values; and in the dark days of 
June, 1940, the amount of this caused the most serious 
concern to managements. Happily, the trend has been 
reversed in 1941, and it is probably true that most of the 
initial depreciation has been recovered, so that Life 
Offices are'back in this, respect to the position of 31st Dec- 
ember, 1938. The gradual perfecting of the technique of 
Treasury control and the pressure of money in a closed 
economy have developed a high degree of market resis- 
tance to the ebb and flow of the fortunes of war; and 
recent experience suggests that the bogey of further 
heavy depreciation has been largely exorcised. If this 
should prove to be true it will provide a sharp contrast 
indeed to the 1914-1918 experience, which produced 
heavy capital losses almost throughout——loses which were 
intensified in the post-war slump of 1919-1921. The 
course of prices during the past three years is well illus- 
trated by the following figures extracted from the 
Actuaries’ Investment Index : 

30/12/1938 29/12/1939 31/12/1940 28/10/1941 

British Government 

Securities 5 123 119 129 132 
Debentures ' 114 105 107 
Preference Shares 97 go 89 
Ordinary Shares . 62 56 50 58 

Stock Exchange securities, though by far the largest 
part of the assets, represent no more than 65 per cent. of 
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the total. Mortgages secured on properties (12 per cent. 
of the total) and directly owned ground rents and pro- 
perties (6 per cent. of the total) have each been a source 
of loss and difficulty. Evacuation from centres of popula- 
tion has heavily reduced the income from tenancies and 
has impaired the credit-worthiness of many borrowers, 
while damage caused by enemy action and, more recently, 
the strain of meeting War Damage Act contributions, 
have reacted alike on borrowers and landlords ; and Life 
Offices which before the war had acquired interests, for 
instance, in blocks of flats, must now be regretting the 
experiment. Not the least of the consequences of war 
has been the virtual drying up of the city property 
market, with the result that it is almost impossible to 
know what value to place on properties under present 
conditions. Traditionally, Life Offices have for long been 
large investors in ground rents and until this year have 
suffered unfair discrimination in cases where the pro- 
perties occupying the site have been rendered unfit by 
enemy action. Under the Landlord and Tenant (War 
Damage) Act, 1939, lessees of rack rented properties were 
very properly empowered to disclaim their leases when 
damage occurred, but this right was expressly withheld 
from ground lessees. This anomaly has now been 
removed by the Landlord and Tenant (War Damage) 
(Amendment) Act, 1941, which also relieves the lessee of 
the payment of ground rent until restoration of the 
building. 

It is necessary now to discuss the war’s impact on 
the elements of the life assurance contract. Every time 
a policy is issued, the company undertakes a liability 
for making a payment at a date far into the future. The 
payment is certain, but its date is dependent on the 
vagaries of human life. Nevertheless, the consideration 
in the form of an annual premium, is fixed in advance, 
and has to be calculated in the actuarial parlour. This 
premium is the result of fusing the three elements of 
interest, mortality, and expenses. The future amount 
and incidence of each of these factors has necessarily to 
be estimated, and no knowledge of this complicated 
process is needed to appreciate that if events seriously 
falsify this estimate an unexpected profit or loss will emerge. 

Now the interest factor, which happens to be the 
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most important, has been adversely affected by the war 
in a most spectacular fashion. Before the war, when 
income tax was 5s. 6d., Life Offices commonly ‘earned 
about 4 per cent. net of income tax on their invested 
funds, and premium rates were based on a future earning 
power of 3 per cent. or 3} per cent. and were thus depen- 
dant on a continuance of this relatively happy state of 
affairs. Gross interest income has fallen appreciably 
since 1938, due not only to defaults on mortgages and to 
loss of property income, but also to some extent to lower 
ordinary dividends on account of Excess Profits Tax. 
On top of this, and much more serious, has been the rise 
in income tax to 10s. This latter constituted so serious 
a threat to the stability of existing funds that the Treasury 
has been constrained to stabilize the incidence of tax in 
the case of Life Offices at a maximum figure of 7s. 6d. 
Even so, average net interest earned has fallen from 
yy 4 per cent. in 1938, to 33 per cent. in 1939, and to 

1 per cent. in 1940, and will undoubtedly be still further 
reduced in the current year. 

he outlook for interest earnings on new investments 
is still more sombre. As a means to assist in the finance 
of the war, the Government rightly and naturally expects 
the full support of the insurance companies ; and at the 
same time has no less properly based its financial policy 
on the cheap money theory. Consequently, the entire 
excess of income over outgo now goes, and will go, 
automatically into Government “tap” issues yielding 
either 2} per cent. or 3 per cent. gross. Since even 3 per 
cent. gvoss represents at present no more than 2 per cent. 
net, it is easy to see that interest earnings arising from 
the investment of premiums on both old and new policies 
fall greatly below the rate of interest on which they are 
based. 

An indefinite continuance of this state of affairs 
would naturally have serious consequences. In the case 
of non-profits policies (i.e., contracts where the sum 
assured is fixed and not subject to increase by bonuses) 
heavy interest losses will ensue, which must cause con- 
cern to those companies saddled with a large proportion 
of non-profits business in force. Naturally also, there 
are few companies which now encourage this class of 
business (despite the increased premiums now charged), 
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and some there are that have suspended the issue of 
new non-profits policies. 

With-profits policyholders must expect to find that 
profits, and therefore bonuses, are heavily reduced. Cal- 
culations which I have made suggest that in the case of 
typical policies the reduction in bonus earning power 
implied by the fall in interest from the 4 per cent. of 
1938 to the 2 per cent. level is of the order of a bonus 
of 20s. per cent. It would, however, be unduly pessi- 
mistic to conclude that future bonuses will in fact suffer 
so heavy a reduction on this account, for one may hope 
that after the war the scope for investment will again 
broaden and the return be thus increased, whatever may 
happen to the general level of interest rates. 

In ordinary circumstances, the mortality factor may 
be trusted to run true to form. But in present circum- 
stances, since practically all pre-war policies include war 
risks, the Life Offices once again shoulder the burden. 
Happily, up to the present the burden is potential rather 
than actual, for war claims in 1940 added no more than 
about Io per cent. to normal death claims, and it is 
likely that this figure will be no more in 1941, if indeed 
as much. While it is barren to speculate on what the 
future may bring, it must be remembered that the loss 
is reduced by reserves held against existing policies, and 
that annuity business will probably produce some com- 
pensating advantage. 

The ‘ war risks’ problem for new policies has been 
met by different Offices in many different ways— ranging 
from one Office which assumes the civilian war risk 
without extra charge, through all gradations, to those 
at the other end of the scale which decline to quote for 
it on any terms. The most usual treatment is a clause in 
the policy providing for the return of premiums in the 
event of a war claim, coupled with an offer of cover in this 
country from year to year on payment of an extra 
premium of from Ios. per cent. to 20s. per cent. At the 
outset of the war the menace of air raids to the civilian 
population was fanastically overestimated. From June, 
1940 (when air raids started), until and including Sep- 
tember, 1941, the total number of deaths has been 
43,000, a figure which in relation to the population 
amounts to less than I per 1,000 per annum. 
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Expenses of administration are the third of the 
factors entering into the premium structure. This factor 
needs no extended reference. Expenses are heaviest in 
the first year of a policy’s life, and the greatly reduced 
volume of new business has automatically, though tem- 
porarily, diminished the ratio of expenses to premium 
income ; though, on the other hand, the cost of every 
single item of expense is rising steadily. 

In face of these difficulties—shortage of staff, dis- 
persion of clientele, high taxation, etc.—it is hardly sur- 
prising that the volume of new business is now running 
at a much lower level. 1939 new business was only 80 
per cent. of the 1938 business and 1940 showed a further 
decline to 50 per cent., and it is doubtful if the trend is 
otherwise than downwards again this year. This reduc- 
tion is not wholly unwelcome under present conditions, 
even though it means that in some cases new business is 
insufficient to replace normal wastage through deaths 
and maturity of policies. 

After more than two years of war the policy of com- 
panies with regard to periodical valuations and distribu- 
tions of profits is beginning to emerge in a more or less 
regular pattern. There is a natural leaning towards 
prudence and the conservation of resources, and most 
Offices are therefore following the course of suspending 
declarations of bonuses during the war. Some few— 
and these not the strongest—have “ passed ’’ the declara- 
tion of bonuses outright. As a measure of prudence, and 
because of the difficulty of placing a value on certain 
assets such as mortgages and properties, there is much 
to be said for ‘‘ suspending ”’ bonuses in the expectation 
that when a declaration is ultimately made bonuses will 
be paid retrospectively. The interests of policies becom- 
ing claims in the meantime are then fully protected if 
they are granted “ interim ’”’ bonuses on a modest scale 
compatible with current earning power. 

Sufficient perhaps has been said to make it clear that 
policyholders cannot hope for immunity from the financial 
consequences of war, and that Life Offices are playing a 
highly creditable part in many directions in furthering 
the war effort. No one would expect it to be otherwise. 
Just as men and nations carry within them the seeds of 
regeneration, so also does the Life Assurance industry 
exemplify the unbroken continuity of the British way oflife. 
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Current Problems of Marine 
Insurance 
By Victor Dover, F.C.LI. 


WO years of war have naturally left their mark 

upon the business of marine insurance. Though 

shipping itself is controlled by the Government, 
marine underwriters have been enabled not only to 
make their contribution to the national finances through 
the conduct of marine insurance business on profitable 
lines, but have also been able to exercise some influence 
in the realm of economic warfare. As it was recently 
expressed by Mr. Arthur E. Morgan, President of the 
Insurance Institute of London, ‘‘ when the full story 
of insurance in war-time comes to be told, it will be 
found that it has played no small part in denying comfort 
to the enemy.” One specific example of a successful 
effort in this direction was the adoption of the Ship 
Warrant system, though there have been many others. 
It was imperative that the sympathy and support of 
American insurers be enlisted were this system to have 
salutary effects in precluding the extension of the protec- 
tion of insurance to maritime adventures which might 
in any way benefit the enemy. It was due to the cordial 
and close relations between British and American 
insurance interests that the co-operation of the American 
market in the Ship Warrant system was achieved. 

Let it not be disguised that the task of the marine 
underwriters in war-time is an anxious one. Not only 
is the tenor of their business greatly disturbed by war 
conditions, but the hazards of maritime transport—even 
those not arising directly from enemy action—are very 
much greater than in peace. The nature of this increased 
hazard has often been capitulated. The perils of sailing 
without lights, under convoy, by unfamiliar routes, 
using ports not frequented by the vessels concerned in 
normal times, unusual and uncharted obstructions 
resulting from enemy attack on other vessels—all these 
increase the risk of loss by maritime perils. For example, 
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whereas ordinarily a vessel may choose a route across 
the North Atlantic relatively ice-free, under war-time 
conditions it may be necessary to utilize lanes of naviga- 
tion where the ice peril is considerable with its accom- 
panying features of mist and fog. Another instance is 
the use of the “‘ Cape Route ’’ where the less hazardous 
Mediterranean would normally be used. 

Apart from these factors, there is the difficulty of 
obtaining economical repairs, even of resorting to ports 
suitably equipped for the speedy reconditioning of 
damaged vessels. As country after country has come 
under Nazi domination, repair facilities have been further 
restricted. At the same time, although rising costs 
have been controlled as far as practicable, it cannot be 
denied that the expense of ship repairs has been mounting 
steadily. To these circumstances have to be added sucli 
factors as the increased hazard resulting from the necessity 
to ensure the quick turn-round of vessels, manning diffi- 
culties, difficulties of supply of materials and spare parts, 
and so on. What has to be borne in mind is that the 
practice of hull underwriting envisages the possibility of 
assessing premium rates in advance, at least, to cover 
a period of more than twelve months’ duration. Condi- 
tions in war-time change so rapidly that it is difficult 
indeed to anticipate what is an appropriate premium 
for such a period during which the risk may materially 
alter and—if so—undoubtedly to the detriment of 
underwriters. 

It is well recognized that two years or more are 
necessary in order to determine how a marine under- 
writing account will work out. There has not yet been 
time, therefore, for underwriters to determine with 
precision exactly how they stand in the matter of marine 
hull insurances. There is naturally some cause for 
anxiety, but the position is continuously and closely 
watched by the Joint Hull Committee, and if need 
arises there will no doubt be further modifications of the 
current Joint Hull Agreement. Already, there have 
been adopted modifications in the returns clause in 
standard clauses to the advantage, albeit a little overdue, 
of insurers. 

Another problem thrown up by the war is the con- 
traction in the market itself and in the available facilities 
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for reinsurance. In proportion to the vessels afloat, 
a larger number is insured in the British market now 
than before the war by reason of the transfer of the 
headquarters of many continental fleets to this country. 
Continental insurers under present conditions are unable 
to participate in this business, nor are they able to 
accept reinsurances on the larger British vessels. In 
a contracted market the result is that from time to 
time it has been necessary to place values in excess of 
market capacity with the Government. These remarks 
apply to the marine risk, for the war risk on British hulls 
is within the scheme sponsored by the Government by 
which the mutual clubs accept the risks, reinsuring the 
major part with the State. The reinsurance position 
has been met as far as possible by the wider utilization 
of the home market, but this is hardly sufficiently 
extensive to meet all demands. The embargo upon new 
capital issues, however, precludes the formation of new 
companies, as occurred during the war 1914/18, to 
absorb the excess values. The difficulty is aggravated by 
the all-round increase in hull values for insurance purposes 
resulting from war conditions. 

There is another matter upon which a measure of 
reticence is necessary, and that is in respect of the 
nature and extent of salvage operations. From time to 
time certain indications have been given of the success 
which has attended the efforts of salvors, which have 
resulted in the reconditioning of a very large volume 
of tonnage. Such recoveries do offset the losses sustained 
by marine underwriters. 

A considerable proportion of world tonnage falls 
outside State war risks schemes and insurances have to 
be negotiated through ordinary channels. Losses have 
admittedly been heavy. Here again it is undesirable 
to give even the barest hint of the extent of these losses 
or of their significance. Account has to be taken not 
only of vessels sunk but also of those put out of com- 
mission for long periods through war damage. 

With the kaleidoscopic changes in the course of the 
war, the marine insurance market has had to vary its 
rates materially from time to time to meet prevailing 
conditions. The Joint War Risks Rating Committee 
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has continued to render service by issuing an advisory 
schedule which has been on the whole most scrupulously 
observed. As a result, variations in premium quotations 
in the different world markets have not shown material 
disparities. In regard to the insurance of foreign hulls, 
not only against war risks but also against maritime 
perils, the confidence of the free nations in the British 
insurance market has remained undiminished. This 
no doubt has been due in part to the helpful attitude of 
the british Government which has facilitated the provi- 
sion of foreign currencies whenever necessary abroad to 
meet the engagements entered into by the British 
insurance market. 

In the realm of cargo insurance, underwriters also 
have had to deal with many problems. The concerned 
on cargo must often necessarily be kept in ignorance of 
many of the details relating to their shipments which 
in normal times are freely available. Just as quick 
turn-round in ports adds to the hull risk, so does the 
necessity to discharge cargo with all possible speed 
from time to time result in congestion at ports and else- 
where, congestion which is sometimes aggravated by 
internal transport difficulties resulting from enemy 
bombing. The difficulty of determining whether parti- 
cular parcels which do not arrive at their destination 
have been lost by war or marine peril is obvious. 
Although arrangements exist to notify the concerned 
on cargo where non-arrival must be anticipated through 
enemy action, in many cases months necessarily elapse 
without definite information of the fate of specific cargoes. 
Clearly, when ports are suffering from air attack, the 
protection of cargo from weather introduces complica- 
tions. Once again, it is seen that the tendency of war 
conditions is to increase the risk of loss or damage 
through perils not directly attributable to the war. 
The functioning of the arrangements under which the 
assured is not kept out of his money where loss may be 
presumed and there is doubt as to the cause, have given 
considerable satisfaction. 

In sum, the influence of war-time conditions upon 
marine underwriting is much what one would have 
expected. There is such a feeling of uncertainty about 
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the arrival of ships or cargoes on insured voyages, 
because of the possibilities of alterations in destination 
as much as because of the prevalence of war perils, that 
it is more than a little difficult to maintain that concen- 
tration on relating risk to hazard which is such a feature 
of market conditions in ordinary times. The value of 
the purely marine premium becomes almost submerged 
by comparison with the much higher premiums demanded 
for war risks. The difficulty of determining precise 
sailing dates adds to the problems of reinsurance, whilst 
delays in completing routine tasks enhance the general 
uncertainty in which the business necessarily has to be 
practised during war. 

This uncertainty also affects in appreciable measure 
the presentation of marine insurance accounts in war- 
time. As many repairs must necessarily be deferred, 
the preparation of general average statements is similarly 
delayed. It is not easy to document claims or to deter- 
mine the market values upon which these have to be 
assessed. One special problem, incidentally, is that 
the Government War Risks Office, for example, is not 
prepared to accept the methods of valuation for marine 
insurance purposes normally operated in the marine 
insurance market. A conscious attempt is made to 
relate the measure of indemnity not to replacement 
values but to the amount of the actual financial loss 
sustained by the assured. Although the cost of replace- 
ment of the insurable property for which indemnity is 
claimed may be greater than the insurance recovered, 
this is not permitted to exercise influence upon the 
settlements. On the other hand, the Government, as 
already indicated, has encouraged within all possible 
limits the replacement of lost cargoes, especially in the 
export trade. 

It is too early to indicate whether or not marine 
insurance is proving remunerative under war conditions. 
In these days, underwriters are more concerned to 
further the war effort than to make profits, but they 
do desire to avoid loss and they are anxious to conserve 
their connections so far as possible. They recognize 
that many changes have been imported into market 
practice which will probably be a permanent feature 

future operations. They realize also that after the 
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war many difficulties will be encountered, but for the 
moment these are not permitted unduly to obtrude, 
for the market is solid in this: that its one object is to 
further in every possible way the speedy completion of 
hostilities. 





The Fire and Accident Branches 


By F. G. Culmer 


Y the ill fortune of war, British insurance has 
Bee cut off from many of its important overseas 

interests, but war conditions have only accentuated 
the need of the domestic public both for fire and accident 
insurance. Adaptation of industrial plants to war 
production at home and abroad has intensified the fire 
hazard to a considerable degree, and it follows as a 
matter of course that the business of the fire insurance 
companies has been extended. This expansion in business 
by no means implies an equivalent increase in profit. 
Last year, in fact, a substantial rise in the fire loss total 
resulted in a marked decline in the companies’ profit 
ratios. Up to the present, the current year reveals a 
welcome improvement in respect of home losses by fire, 
the total of £7,391,000 for the first nine months com- 
paring with {9,337,000 for the corresponding period of 
1940. In the United States, however, where the British 
companies have very big connections, no great improve- 
ment, if any, can be expected, for although premium 
income has been on the increase there has been prac- 
tically no relief as regards the volume of losses. The 
year opened promisingly, the first quarter showing a 
decline of £3,283,000 as compared with the same period 
of 1940, but experience has since been less favourable. 
The probable effect of some big conflagrations in the 
autumn will be to raise the loss total above that of 
last year. 

Not for twenty years had the Fire Offices encountered 
such a heavy loss bill as that for £12,640,000 presented 
to them last year. This was, of course, apart from the 
results of outbreaks of fire caused by enemy action. 
The companies have undoubtedly legitimate reason to 








complain of the marked lack of efficient fire prevention 
services in many commercial, manufacturing and other 
businesses. The war-time system of fire watching was 
designed as a means of detecting the immediate presence 
of incendiary bombs. It was not primarily intended for 
the spotting of an internal outbreak of fire. Never- 
theless, industrial premises are usually provided with 
fire-extinguishing equipment, and it would seem desirable 
in everybody’s interest that efforts should be made to 
discover an outbreak quickly and prevent the fire getting 
completely out of control before the arrival of the fire 
brigade. 

Fire insurance is explicitly defined to afford protection 
against accidental loss of, or damage to, material property. 
War risks insurance is, of course, quite distinct from 
ordinary fire insurance. It may seem superiluous to 
mention this fact, but there have in fact been many 
misunderstandings in this respect. It may be repeated, 
therefore, that since the Government scheme covers war 
risks only, private house-owners and householders, no 
less than the commercial public, should continue their 
customary fire insurance policies. The fire hazard is 
at least as prevalent as before the war, even though it 
has been temporarily overshadowed by the devastating 
effects of enemy action. 

Owing to the increasing cost of labour and building 
materials, a periodical revision of fire insurances on 
business premises is most desirable, especially where 
firms have gone over to war production, and have 
enlarged their works’ accommodation. This applies 
equally to the insurance of stocks and trade fixtures and 
fittings, which are similarly affected by the rise in prices. 
Owners of buildings should be careful to insure them 
for amounts sufficient to reinstate them in case of total 
destruction, which for the reasons stated would be at 
least 25 per cent. more than before the war. In the 
case of stocks which are subject to constant variation, 
an adjustable insurance on a declaration basis is often 
desirable. For this purpose monthly returns are made 
of the amount of stock at risk. A good plan is to insure 
machinery on a reinstatement basis, since its market 
value at the time of the loss does not invariably provide 
the insured with an adequate indemnity. 
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Industrialists, manufacturers and traders generally 
are covered against capital loss by their fire policies, 
but these still do not cover the loss of revenue occasioned 
bya fire. Consequently, the acquisition of a consequential 
loss policy is a wise precaution. The professional, as 
well as the business, man can advantageously avail 
himself of this useful type of insurance, for the policy is 
designed to cover among other things the cost of renting 
temporary premises, additional salaries and the sub- 
stitution of valuable documents destroyed in the fire. 
For the ordinary householder, the comprehensive policy 
has now very largely supplanted the separate types of 
fire and burglary policies, and at the reasonably moderate 
premium rate of 5s. per cent. it has become deservedly 
popular. 

The war-time expansion in agriculture, accompanied 
by remunerative prices for farm products, has been 
reflected in an increased demand for insurances of 
agricultural produce, livestock and farming stock. 
A certain amount of this business overlaps into the 
Accident section, as for instance when third-party risks 
are covered in respect of tractors and other machines. 
A comprehensive motor and fire policy relieves the farmer 
ofthe possibility of having to meet a heavy claim. It also 
ensures cover for damage to the tractor, which otherwise 
would not be procurable. 


The cosmopolitan character of fire insurance provides 
the British companies with extensive overseas business. 
Notably in the United States, their increased operations 
have compensated them in good measure for the 
temporary loss of European connections. Additional 
cover is naturally necessitated by the record expansion 
in the volume of American industrial production, and 
the still greater rise in its monetary value. 


Under the Workmens’ Compensation Acts, every 
employee is entitled to claim compensation for practically 
every accident which arises out of his employment and 
causes incapacity. Compensation is payable throughout 
the period of disablement, so that in the more serious 

cases it is virtually equivalent to a pension for life. If 
the liability is redeemed by a lump settlement, it is 
very likely to run into four figures. If a workman is 
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killed, a lump sum of the order of {600 may have to 
be paid to his dependants. The Workmens’ Compensation 
(Supplementary Allowances) Act, 1940, has provided 
for an increase of 5s. in the maximum weekly compensa- 
tion to 35s., while in the case of a male workman further 
allowances are secured for his children. Workmens'’ 
Compensation policies do not, however, include cover 
in respect of third party indemnities. This is a very 
necessary form of additional insurance for employers, 
who bear heavy potential liability for accidents caused 
to the public through the negligence of employees, or 
through unforeseen defects in machinery, plant or even 
premises. Frequently, accidents have been traced to 
circumstances over which the owner or occupier of the 
premises had no personal control, but for which, never- 
theless, he was held responsible. Often the danger is 
accentuated by the “ black-out.’’ In such cases the 
legal position is frequently obscure, as has been brought 
out in the Courts. A third party (general) policy thus 
relieves the insured from quite considerable anxiety 
and possible expense. There are certain exclusions of 
liability from such a policy as affecting certain branches 
of industry, as in the case of boilers and lifting machinery, 
used in engineering, but for these separate forms of 
indemnity are available. 

Brokers, accountants, solicitors and other professional 
classes are interested in other special forms of indemnity. 
In joint-stock company practice much responsibility rests 
upon the auditor’s certificate in relation to shareholders. 
Distributions of dividend are authorized on the strength 
of the accounts submitted. If, through a serious error, 
his clients should be involved in a financial loss, it might 
prove a costly matter for the accountant. Similarly, if 
a solicitor in advising a client should happen to slip up 
on a technical point, he might lay himself open to an 
action for damages. A stockbroker requires an indemnity 
against loss arising from innocent dealing with forged 
transfers, warrants, certificates or other documents of 
title. Limited liability companies are protected against 
loss arising from the registration of forged transfers or 
of transfers under forged powers of attorney. There are 
any number of instances in which these contingency 
insurances are of value. Fidelity guarantee insurance 
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likewise plays an essential part in commercial life for 
employers and employed alike. 

War-time conditions have added to the difficulties of 
motor insurance. Extensive “laying up”’ of private 
cars has involved the companies in a substantial decline 
in premium income, while the higher cost of current 
repairs results in increased claims for car damage. There 
has recently been a decline in the number of accidents 
on the roads, but unfortunately there is no diminution 
in the heavy claims which continue to be received on 
account of fatalities. The ‘‘ black-out” is without 
doubt partly responsible. Motor insurance is generally 
conducted on a small margin of profit, and while the 
companies have to face these heavier claims, no material 
improvement in results can be expected. 

Personal Accident insurance deserves more recogni- 
tion than it gets from the general public. The practice 
sprang from the almost century-old system for insuring 
passengers against fatal accidents and injuries on the 
railways. Modern developments have supplied a wider 
need for accident contracts, an immense variety of which 
are now offered to the public. Burglary insurance has 
been an active feature in this country for well over half 
acentury. The “ black-out ’’ naturally helps the burglar, 
and in view of the present increasing rise in values, 
policy-holders would be well advised to make sure that 
the amounts for which they are insured adequately 
represent full current values. 

It is common knowledge how the insurance com- 
panies, over and above their normal activities, are 
assisting in the various Government insurance schemes. 
Their organizations are utilized to the full in handling 
both the Board of Trade’s Commodity War Risk Scheme 
and the Government’s Property Air Raid Insurance 
Scheme. In matters of Fire Prevention and Salvage, 
the Fire Offices’ experience has been found invaluable, 
and in many other ways, particularly in regard to motor 
risks, the special knowledge of Accident insurance 
officials has been drawn upon with good results in 
collaboration with different Government authorities. 
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Stunts for Savings 


T is a feature of war finance in this country that the 
| cxcap money principle has been carried through with 

absolute consistency. Not only has the Treasury 
progressively reduced the effective rate of borrowing for 
large savings, but it has relied exclusively on the publicity 
work and organization of the savings movement for the 
encouragement of small savings. In spite of the dis- 
appointing trend of savings from time to time, the 
Treasury has resolutely and wisely avoided any attempt 
to stimulate savings by the offer of special inducements. 
The various suggestions that have been put forward 
from time to time for fancy loans, such as lottery bonds 
or securities carrying some kind of tax exemption, have 
been coldly received. There has been no resort even 
to so modest an inducement as the raising of the 
maximum limits of £500 of National Savings Certificates 
and £1,000 of 3 per cent. Defence Bonds available to 
any one person. Any such increase would, of course, be 
tantamount to a disguised increase in interest rates, 
and the authorities are no doubt quite justified in their 
implied view that a trifling increase in the rate of interest 
offered would not in fact simulate any appreciable amount 
of additional saving, whereas it would, on the other 
hand, undermine the confidence in progressively cheaper 
money on which our whole financial policy rests. In 
view of the disappointing level of savings in recent 
months, however it is interesting to examine the various 
devices for the stimulation of savings which are being 
adopted or considered in other countries, though the 
result of this examination does not suggest that such 
devices offer any particular advantages. 

In Germany, a system of “iron savings accounts ”’ 
has recently been introduced. Sums credited to these 
accounts remain blocked for the duration of the war, 
but in return for this irrevocable surrender of purchasing 
power, such savings are exempted from income tax. 
The effect is that a single person earning Rm.300 a 
month, who agrees to make monthly “iron savings ” 
of Rm.26, would have his cash income reduced by only 
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Rm.15, since his tax liability would fall by some Rm.rz. 
In effect, this waiving of tax revenue is tantamount to 
the offer of additional interest, to the extent of no less 
than 73 per cent. of the sums saved, spread over the 
remaining duration of the war. Even if the whole of 
the balance of Rm.15 represented sums that would 
otherwise have been spent, this seems a fantastic price 
to pay for a comparatively small diminution in con- 
sumption expenditure. Moreover, if “iron saving” 
is partly or wholly at the expense of normal saving, the 
effective rate on the net marginal saving is still higher. 
That it should have been considered worth while to intro- 
duce such a scheme at all suggests either that voluntary 
saving is running at an abysmally low level, notwith- 
standing the very stringent control over practically the 
whole field of expenditure, or that saving is expected to 
fall off drastically as a result of taxation. The detailed 
provisions of the scheme set a monthly limit of Rm.26 
of ‘‘ iron savings ’’’ per head, with a higher limit for those 
working overtime. Saving must be in units of Rm.13 
or Rm.26 per month, or their weekly equivalent, for 
a minimum period of three months. At the end of the 
war notice may be given to withdraw these savings 
within twelve months. Apart from monthly savings 
out of income, Christmas and New Year bonuses up to 
a maximum of Rm. 500 may be credited to such accounts. 
In addition to the tax concession, interest is paid on 
“iron savings accounts ’’’ at the same rate as for normal 
Savings. 

In the United States, Congressional circles are said to 
be considering a proposal of Mr. Henry Wallace, the 
Vice-President, that a purchaser of any articles other 
than food, clothing or shelter should be obliged to 
purchase at the same time a certain amount of defence 
savings stamps. Such a proposal, if adopted, would 
represent the first approach to the true problem of 
inflation, namely, the curtailment of inessential con- 
sumption. By comparison with the various indirect and 
piecemeal control measures hitherto adopted, such as 
price stabilization without wage stabilization, or the 
raising of member bank reserve requirements, any action 
on these lines must be considered a great improvement. 
It has some features in common both with our own 
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method of exacting a compulsory deduction from income 
in the form of a blocked credit, as an alternative to 
outright taxation, and also with the imposition of a higher 
rate of purchase tax on luxuries than on basic cost of 
living items. At the same time, any device of this kind 
would be appropriate only in the very early stages of 
war organization, since the amount of revenue raised is 
directly proportional to the amount of inessential con- 
sumption—and the whole object of war organization 
must be to reduce such expenditure to a minimum and 
eventually eliminate it entirely. In this respect, the 
suggested device is on all fours with the levying of 
indirect taxes on inessential consumption, such as drink 
and tobacco. On the other hand, it might conceivably 
provide a useful means of restraining consumption on 
some of the few luxury items which still remain on sale. 

One of the drawbacks even of the most extensive 
rationing is that it does tend to deflect expenditure on 
to any commodities which remain outside the net of 
control. If rationing had in fact been extended over 
the whole field of essential consumption, there could be 
no great objection to allowing prices of comparative 
luxuries to rise freely as a means of curtailing consump- 
tion. It is obviously desirable, however, that any 
increase in price over and above normal profits should 
not be allowed to generate a profit inflation in inessential 
industries but should accrue to the Treasury. In theory, 
this result might be produced automatically by 100 per 
cent. E.P.T., but in practice a more direct control would 
be desirable. Among the alternative methods which 
have been suggested for skimming off such excess profits 
are competitive tenders for a limited allotment of raw 
materials or a differential rate of purchase tax revised 
from time to time in accordance with the market situa- 
tion. On the face of it, the linking of luxury purchases 
with a purchase of defence stamps, as suggested by 
Mr. Wallace, would be by far the simplest method of 
achieving the desired object. There is, however, the 
practical difficulty that the sums paid for such stamps, 
unlike ordinary savings stamps, would have to remain 
blocked for the duration of the war. 
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The Note Circulation 


HATEVER the underlying trend, movements in 

the note circulation seldom deviate from the 

familiar seasonal pattern, dominated by the 
succession of peaks produced by withdrawals for spending 
at Easter, August Bank Holiday and Christmas. It is 
because the continued expansion in the circulation since 
August runs completely counter to the seasonal trend, 
as will be seen from the table on page 21g, that it has 
attracted so much more attention than the equally rapid 
upward movement of the preceding six months. Letween 
September 3 and November 14, the circulation rose on 
balance by more than {£39 millions, whereas in the 
corresponding period of 1940 there was actually a reflux 
of some {16 millions. At its most recent record levels 
of over {700 millions, in consequence, the circulation 
now shows a rise of considerably more than {100 millions 
on the year. As a result of these abnormal withdrawals, 
on the other hand, the reserve of notes in the Banking 
Department has steadily dwindled, from the comfortable 
figure of {65 millions to which it was restored by the last 
increase in the fiduciary issue at the beginning of 
September, tono more than {23-5 millions, and practically 
the whole of this would be absorbed before Christmas by 
a holiday drain no greater than that of last year. 

A further increase in the fiduciary issue—the fourth 
since war began—will accordingly be necessary before 
the holiday peak. It is to be hoped that on this occasion 
a sufficient increase will be authorized to cover any 
conceivable requirements for some considerable time 
ahead, for these successive bites at a cherry serve only 
to give still greater prominence to a purely technical 
matter that already receives more than its due share of 
attention. That Parliament should keep a close watch 
on the financial position as a whole is most desirable, 
but there can be no logic in exercising strict supervision 
over one isolated element in the situation, and that 
anything but the most important. It is a paradox and 
an anachronism that, whereas the authorities should 
have complete discretion to bring about an expansion 
of £930 millions in bank deposits since war began, an 
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increase of {200 millions in the note circulation will have 
necessitated no less than four special authorizations 
depending ultimately on Parliamentary sanction. In our 
arrangements for dealing with the fiduciary issue, there is 
still a considerable legacy from the psychology of the 
Bank Charter Act, which close on a century ago sought 
to place a definite and final limit to the issue of notes 
unbacked by gold. Everybody knows that the original 
purpose of the Act, which might have been so useful in 
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the eighteenth century, was completely defeated by the 
increasing use of cheques which substituted bank deposits 
for notes as the chief element in the total money supply, 
and it is a cliche that this is the only reason why the 
Bank Act had to be suspended on so few occasions. The 
Currency and Bank Notes Act of 1928, to be sure, per- 
mitted much greater elasticity in the fiduciary issue, but 
even so it was necessary to make a special order in 
September to legalize the continuation for more than 
two years of the increase in the fiduciary issue on the 
outbreak of war, although there had been two further 
increases meanwhile. Detailed supervision of this kind 
would be more appropriate in some backward State 
where the printing press still counted as a means of 
financing government expenditure. Carried to excess, 
our own methods of deficit finance through the banking 
system would no doubt have much the same ultimate 
results, but at least the volume of notes in circulation 
is determined purely by the demand of the public. In 
supplying any additional notes, the Bank of England is 
merely a passive agent. 

In any case, the significance of an increased demand 
for notes is completely different when the intention 
is merely to hold permanent savings in liquid form, and 
when the notes are required only as a convenient accessory 
to increased spending—in other words, when the notes 
will remain idle in a single pocket and when they are 
passing rapidly from hand to hand. Even in the latter 
case, the rise in the circulation is not inflationary in 
itself, but at worst is merely one symptom of an infla- 
tionary situation. An increase in the public’s holding 
of notes, as such, is precisely equivalent to an interest-free 
loan to the Government, though it is the kind of loan 
which the market would rightly classify as the worst 
kind of bad money. Nevertheless, the additional notes 
must still be regarded as the counterpart of genuine 
saving, for over the period in which they are drawn into 
circulation (assuming this is not a mere conversion into 
notes of bank deposits or other past savings) the public 
will on balance have parted with current output to the 
Government in exchange for a mere promise to pay 
instead of against actual consumption goods. This still 
remains true, even where the initial recipients of the 
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additional notes, such as those employed on Government 
contracts, are using them to pay for their current expendi- 
ture, so that the rise in the circulation is associated with 
a large rise in incomes and prices. In this case, it is, of 
course, only the depreciation in the real value of existing 
money holdings which induces the public to hold increased 
liquid assets and thus enables the additional notes to 
remain in circulation. Naturally, it is most desirable that 
the recipients of the extra incomes paid out in notes 
should save instead of spend and should place their 
savings in Government securities rather than hold them 
in liquid form. But this does not alter the fact that 
the actual absorption of notes into circulation, being 
the counterpart of saving, has a restraining influence on 
inflation rather than the reverse. 

The important question in any specific instance, 
however, is whether the additional notes are wanted to 
hold or to spend. Recent experience provides numerous 
examples of both types of demand. In the pre-war years, 
for example, there was substantial foreign hoarding of 
3ritish notes, which is the clearest example of a pure 
holding demand. On the outbreak of war, as is brought 
out in the graph, heavy withdrawals took place, partly 
because the shift in population meant that notes had to 
be used instead of cheques in many transactions, but 
also because people wished to hold larger liquid reserves 
for precautionary reasons. A _ similar demand for 
abnormal liquidity followed the fall of France in the 
summer of 1940, though it is noteworthy that the severe 
air-raids of September and October did not prevent the 
seasonal reflux normal in those months. In the long run, 
however, the circulation tends to move roughly in 
sympathy with the national income. This was evidently 
the underlying explanation of the steady expansion in 
the early cheap money years from 1933 to 1937 (see 
table on page 220), while the check to this movement in 
1938 coincided with a marked industrial setback, though 
no doubt it also reflected some foreign dishoarding of 
British notes as part of the general exodus of foreign 
funds responsible for the heavy gold losses of that year. 
During the war period, rising prices and money incomes 
would be sufficient explanation for the rise of some 
36 per cent. in the Bank of England’s seasonally adjusted 
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index of the true circulation, from 127.8 in 1939 to 
an average of roughly 170 in the July-September quarter 
this year. It is a remarkable coincidence, too, that since 
1935 the note circulation has on balance shown a close 
correlation with the level of wholesale prices. From 1935 
to 1937 both indices rose by 22 per cent. And although 
the trend of the circulation parted company with prices 
when these reacted in 1938 and 1939, the Board of Trade 
price index for the first nine months of this year showed 
an average rise of 70 per cent. over the 1935 level, as 
compared with a rise of 63 per cent. in the circulation. 

What is difficult to explain satisfactorily is the sudden 
acceleration of the upward trend of the circulation, on 
a seasonal basis, since the end of August. Various special 
explanations of this movement have been suggested, such 
as the use of notes instead of cheques in black market 
dealings, or for purposes of tax evasion. Such factors as 
the earlier closing of the banks and the earlier black-out 
responsible for that change have no doubt also encouraged 
the holding of more notes than usual. None of these 
individual influences, however, could account for more 
than a part of the rise, and even in combination they 
are not entirely convincing. In September and early 
October, there is no doubt that the contra-seasonal rise 
was closely connected with the holiday spending to 
which the disappointing savings results were also attri- 
buted. Superimposed on the existing volume of general 
spending, did undoubtedly mean that savings were 
running at an inadequate level, as is clear from the 
continuance of queues and shop shortages. 

At the same time, the fact that a rapid expansion was 
taking place in the public’s holding, both of notes and 
deposits, has to be taken into account when interpreting 
the recent savings figures. Considering the intervening 
rise in national income, the reaction in the weekly savings 
figures since the peak of £176.3 millions, the April-June 
quarter would be most disquieting. During September 
and October, the weekly average of small savings was 
only £10,850,000, equivalent to a quarterly rate of only 
{141 millions. In those two months alone, however, 
the public took up over £178 millions of bank deposits 
and £28 millions of notes—almost exactly as much as in 
the whole three months of the April-June quarter ; and 











224 


_ THE BANKER 





it must be repeated that savings are no less savings 
because they are held in monetary form. To induce the 
conversion of liquid balances into the less readily available 
form of certificates or Defence bonds, as Lord Kindersley 
has frequently stressed, is, however, an important 
corollary of the Savings Movement’s basic task of dis- 
couraging spending. 

The recent expansion in the circulation does suggest 
that the Savings Movement, in spite of its admirable work, 
is not succeeding in drawing off anything like a sufficient 
proportion of the extra wages being paid out. Many of 
those earning larger incomes probably have no bank 
account, and this would help to explain the sharp rise in 
the circulation, notwithstanding the comparative stability 
of indices of spending, such as retail sales and the cost 
of living. So long as these notes are hoarded and not 
spent no great harm is being done, but they represent 
a certain potential danger. It might be worth considering, 
therefore, whether any changes in the methods of 
collecting savings might give improved results. Con- 
centration on regular savings is admirable, but it may 
be that wage-earners are reluctant to commit themselves 
to so large a regular payment as is really within their 
means lest they should be unable to maintain it in all 
circumstances. This will be the case particularly where 
the weekly income fluctuates widely. Weekly savings 
will tend to be based on the minimum earnings, so that 
overtime and other windfalls are likely to escape the net 
of the savings organization, unless the group secretaries 
are constantly on the alert with reminders. While 
retaining the voluntary system, too, greater efforts might 
be made to enlist the competitive spirit and the persuasive 
force of public opinion by giving greater publicity to 
the amounts saved by individuals: for example, by 
posting up lists in factories. Adjustments of these kinds 
might be of assistance in skimming off excessive holdings 
of cash, though probably the most effective policy would 
be an extension of restraints on consumption, such as 
wider point rationing, which would make it more difficult 
to dissipate savings, however readily accessible. 














South American Upswing 


URING a period such as the present, when the 
| Dintemationa outlook is so obscure, it is perhaps 

inevitable that any signs of improvement in one 
direction are calculated to lead to an optimism which 
may be exaggerated. Nevertheless, there are undoubtedly 
favourable trends in South America to provide some 
objective justification for the recent rise in prices on the 
London Stock Exchange for South American securities, 
including the British-owned railway companies. 

It is becoming increasingly realised that South 
America is one of the great productive areas of the world 
remaining unaffected by wartime devastation, and that 
the ultimate European demand for South American 
commodities must eventually be immense. Moreover, 
recent developments in the Americas should help to 
sustain South American economy during the difficult 
war period and, therefore, render more facile the return 
to more normal international trading once hostilities 
cease. These developments have been mainly in the 
direction of inter-American trade, calculated to com- 
pensate for the much attenuated commerce with the 
Old World, and there has been much activity in con- 
certing fresh trading Agreements among the Republics 
themselves, as also with the United States and 
Canada. The intensification in the two latter countries 
of the armament programme is also a vital factor in the 
present reorientation of South American trade, assisted 
by the extension of U.S. bank credits as well as Lease- 
Lend facilities to South America. South America’s 
exports northwards should be much increased by reason 
of Washington’s plans to purchase the bulk of metals 
and other strategic war materials produced in the sister 
Republics, whilst additional encouragement derives 
from the fact that recent marketing arrangements include 
not only purely strategic materials, but extend also to 
some of the basic products upon which South America’s 
economy has been mainly built up in the past, such as 
linseed in Argentina and coffee and cocoa in Brazil. 
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On the other hand, because of North America’s con- 
centration upon armaments and the resulting priorities 
system, exports of many United States manufactures and 
raw materials to South America must inevitably be 
subject to restriction, which may retard the tendency 
towards developing local South American manufacturing 
industries because of the difficulties of obtaining essential 
equipment. Indeed, there is already a marked tendency 
in South America to relax long-standing restrictions upon 
imports from all sources, as it is becoming increasingly 
apparent that the world-wide shortage of manufactured 
goods will in itself prove sufficient to restrain imports, 
especially in view of the dearth of shipping. Probably 
the main factor influencing South America’s future which 
has emerged during the past few months is that the supply 
of shipping and essential imports, as also the ability to 
dispose of South America’s products, rests almost exclu- 
sively with the United States and the United Kingdom. 
There has been such a reversal in South American 
import market conditions that importers are now actually 
feeling the scarcity of essential goods, and, broadly 
speaking, South America’s purchases from the United 
States and the United Kingdom now depend rather upon 
what the two latter countries are able to export rather 
than what South America is able to buy. 

In Argentina, it is evident that, since the system of 
priority permits was drastically modified in July, 1941, 
the exchange control has been gradually discarding all 
restrictions upon imports. Following upon the recent 
trade agreement with the U.S.A., the Argentine Minister 
of Finance stated that it was his Government’s intention 
to relax exchange restrictions still further if exports 
showed the expected increase, and if certain accumula- 
tions of exchange can be made available even partially 
this possibly hinting at some triangular arrangement to 
arbitrage Argentina’s substantial credit sterling balances 
at present blocked in London under the relative Payments 
Agreement. It is true that, at end-September, 1941, 
Argentina recorded a favourable oversea trade balance 
of more than 200 million pesos, against an adverse balance 
twelve months previously of about 24 million pesos. As, 
however, exports declined this year on last by 41 per 
cent in volume and by 7 per cent. in market value, the 
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active trade balance has been achieved only by a cut in 
imports of 24 per cent. in volume and of 26 per cent. in 
market value. Moreover, whilst the large fall in imports 
has improved the balance of payments, the State finances 
have been adversely affected through reduced Customs 
receipts, aggravated by the great expense of guaranteed 
minimum prices for grain to farmers. Exports of Argen- 
tine maize on a large scale are unlikely to be resumed 
until after the war, and, although linseed still finds a 
market in the U.S.A. and part of the wheat crops may 
continue to be sold, Argentine export trade under war- 
time conditions must depend upon pastoral products 
rather than on agriculture. Improved exports of pastoral 
products have done much to offset the fall in exports of 
cereals, whilst, with keen foreign demand, prices of wool, 
hides and sheepskins have risen considerably. 

Present economic indices in Argentina are relatively 
favourable, liabilities involved in commercial failures 
being at a comparatively low level, whilst, despite the 
shortage of imported goods, the total value of cheque 
clearings in Buenos Aires during January-September, 
1941, was 34,174 million pesos against 31,120 millions in 
the like period of 1940, the rise being in part a reflection 
of higher prices. The reserve position of the Central 
Bank continues very strong, with a ratio of gold and 
foreign exchange to notes and sight liabilities of nearly 
76 per cent. at end-September, 1941. The commercial 
banking situation remains normal and liquid. Bank 
deposits at end-August, 1941, totalled 4,615 million 
pesos, and loans 3,485 millions, whilst the ample cash 
resources of 888 million pesos should be well able to 
take care of the bond conversion operations already 
mentioned. 

In the neighbouring republic of Uruguay, prospects 
are encouraging, and, because of increased exports to the 
U.S.A.—especially in wool at high prices--and meat to 
Britain, the European war has not so far adversely 
affected foreign trade. At present there is a compara- 
tively large available balance of sterling exchange. To 
meet the budget deficit resulting partly from reduced 
customs receipts, Parliament has approved an issue of 
5 per cent. internal bonds for 25 million pesos and has 
also increased taxation on sales of certain goods. The 
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position as regards the balance of trade continues encoura- 
ging. The note issue of the State Bank as at July 31, 1941, 
was 109.9 million pesos compared with 93.4 million pesos 
twelve months previously, whilst the gold reserve in- 
creased to 57.5 million pesos from 38.4 million pesos. 
Other banks’ cash holdings and deposits have shown 
proportionate increases over the year, whilst bank 
advances have contracted as the result of the decline in 
imports. Cheque clearances during the first eight months 
of I94I were some 7 per cent. higher than in the corre- 
sponding months of 1940, thereby indicating a slight 
expansion in local retail business. 
3razil and the Central American “ coffee ’’ countries 
are now awaiting news regarding the quotas of coffee 
to be fixed for entry into the U.S.A. during the second 
quotas year of the Pan-American Coffee Agreement. 
Meanwhile, Brazil’s foreign trade statistics show improve 
ment and the exchange position continues normal and 
liquid. During the first eight months of 1941, Brazil’s 
exports increased in value over the like period of 1940 by 
nearly 24 per cent., whereas imports declined by roughly 
7 per cent., with the result that the trade balance at 
end-August, 1941, was favourable to the extent of 
855,926 contos compared with an adverse balance of 
196,895 contos twelve months earlier. In addition to 
increased exports of coffee, cotton and many other 
agricultural products, there are increasing shipments of 
strategic mineral products—principally manganese ore 
and diamonds—to the U.S.A. for rearmament purposes. 
There are also many indications of increasing activity 
and productivity in the manufacturing industries. 
According to recent figures published in Brazil, Brazil’s 
banking deposits—excluding those of savings banks— 
increased during the quarter of a century ended 1940 
from 925,000 contos to 13,714,000 contos, and total bank 
loans and discounts from 794,000 to 12,837,000 contos. 
This increase, however, does not necessarily indicate an 
increase in national wealth, but rather inflationary 
tendencies. A striking feature during the twenty-five 
years was the large expansion in operations of the 
national banks. Total loans and discounts of the Bank 
of Brazil rose between 1916 and 1940 from 81,000 contos 
to 4,127,000 contos and those of other national banks 
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from 425,000 contos to 7,130,000 contos, while the 
increase in those of the foreign banks was relatively 
much smaller, i.e., from 288,000 to 1,580,000 contos. 
On the other hand, foreign banks’ deposits increased 
during this period by 32 per cent., from 1,515,000 contos 
to 2,004,000 contos, with the result that the foreign 
banks have maintained a much more liquid position than 
the national banks. Meanwhile the future legal position 
of foreign banks is still obscure, and the indeterminate 
position regarding nationalization naturally acts as a 
brake on loan business and further capital commitments. 
Fostered by wartime conditions, Chile’s manufac- 
turing industries are expanding, Government assistance 
being forthcoming to enlarge many established indus- 
tries as also to create new ones. However, there is;much 
preoccupation over the obscure political situation, as also 
the unbalanced budget. The latter is due largely to 
excessive spending by Government departments which 
has already led to some inflation, reflected among other 
things in a sharp increase in the cost of living. Generally 
speaking, however, Chile’s economy has not suffered 
unduly because of the war, exports of copper to the U.S.A. 
having reached a record figure, while negotiations are 
proceeding for the purchase by the U.S.A. of Chile’s 
entire output of minerals of strategic importance. Ship- 
ments of nitrate during the first three months of the new 
nitrate year beginning last July are greater than in the 
corresponding period of the previous year, the U.S.A. 
having taken large quantities for defence supplies. In- 
creased shipments to Egypt have had a marked effect 
upon the supply of exchange for purchases from the 
sterling area. Indeed, stocks of imported supplies are 
now diminishing so rapidly that Chile appears to be in a 
position to pay for all goods that Great Britain can ship 
under the Board of Trade export licencing system. 
The U.S.A. is also negotiating to purchase Peru’s 
production of copper, lead and vanadium. Already, 
unlike other Latin American countries, Peru has been 
fortunate in disposing of her surplus products, particu- 
larly cotton and sugar, and so far no Government assis- 
tance has been required to deal with difficulties arising 
from the present international situation. The export 
trade is at a high level, and the exchange market con- 
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tinues untrammelled with much improvement in the 
sterling situation due mainly to British Government 
purchases of cotton. 

In general, the trade returns of the various South 
American countries show a marked swing round in the 
trade balance with the United States in favour of South 
America. Naturally, this has led to some discussion 
whether it would be possible to utilize foreign balances 
for the repatriation of South American foreign bonds, 
including the Argentine railway companies, especially 
in view of Argentina’s large blocked balance of sterling 
in London. There have been broad hints in Argentina 
that some triangular currency arrangement might be 
arrived at between Argentina, Great Britain and the 
United States. But there is yet nothing concrete in 
the situation which would enable one to form an opinion 
as to any future action in this important respect. 


German Banks in Plunderland 


By Paul Einzig 
Brrere at the war, most leading German bankers 





were at pains to impress upon their British and 

American banker friends that they did not identify 
themselves with the Nazi regime. They emphatically 
dissociated themselves with the excesses committed by 
the Nazis in Germany, and with Hitler’s increasingly 
aggressive foreign policy. In their attitude they were 
presumably guided by the long-term view that the 
German banking system would exist long after Hitler 
and the Nazi regime has disappeared, and that it was 
desirable to nurse the goodwill of foreign bankers in 
the meantime. 

No sooner has Germany embarked upon her series of 
conquests than the German bankers have shown them- 
selves in their true colours. They have taken a very 
active part in the looting of the conquered countries. 
In this respect their attitude differed fundamentally from 
that of the German bankers during the last war. Then, 
too, the German occupation authorities exploited the 





PLUNDER BY GERMAN BANKS 231 








conquered countries by means of banking and currency 
devices, but for that purpose they set up special organiza- 
tions. The German banks had very little share in the 
operations. In Rumania, for instance, the Germans 
took over one of the local banks, the Banca Generala, 
and empowered it to issue lei notes which were used in 
payment by the occupation army. Several individual 
German bankers were employed by the occupation 
authorities to assist them in the execution of their 
financial policy—among others Dr. Schacht was employed 
in Belgium in such capacity—but these severed all 
connection with their banks for the duration and became 
Government officials. Generally speaking, it is true to 
say that during the war of 1914-18 the German bankers 
kept their hands reasonably clean. This was one of 
the reasons why British and American bankers were 
willing to resume their pre-war connections with them 
as soon as peace was concluded. 

During the present war—and even after the bloodless 
conquests of Austria and Czecho-Slovakia—German 
bankers adopted a totally different attitude. They threw 
themselves whole-heartedly into the confiscation of the 
banking resources of the victims of German aggression. 
In many instances they did not even trouble to camouflage 
the part they played in the plundering of the “ subject 
races’’ for the benefit of the Herrenvolk—and, inci- 
dentally, their good selves. They no longer showed any 
desire to dissociate themselves from the dishonest actions 
of their discredited Government in conquered territories. 

After the conquest of Austria, for example, the 
Reichsbank lent itself willingly to the method devised 
in Berlin in order to gain possession of the foreign assets 
of the Austrian National Bank. Those assets never 
appeared in the Reichsbank’s returns. As soon as the 
foreign Central Banks holding the National Bank’s gold 
and balances handed them over, they were passed on 
to the Government of the Reich. After the conquest of 
Czecho-Slovakia, only a few hours after the entry of the 
Reichswehr and the Gestapo into Prague, an official of 
the Reichsbank took charge of the Czecho-Slovak National 
Bank, and forced the management to instruct the Bank 
of England and the Bank for International Settlements 
to surrender its gold to the Reichsbank. The agreement 
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concluded only a few days earlier between the Reichsbank 
and the Czecho-Slovak National Bank, providing for the 
withdrawal of the latter’s notes from the Sudeten district 
ceded to Germany after the Munich Agreement, was 
unilaterally annulled by the Reichsbank. The agreement 
reached after the conquest, by which the Reichsbank 
promised to treat the Czech gold surrendered as the 
National Bank’s gold deposit, met with a similar fate ; 
the National Bank was simply credited with a Reichsmark 
amount in the Reichsbank’s books. In order to “ legalise”’ 
thes se and other breaches of faith, Baron von Neurath, 
the ‘‘ Protector’’ of Bohemia and Moravia, issued a 
decree under which it became possible for German 
contracting parties to cancel any agreement with the 
Czechs, whether concluded before or since the conquest. 
3ut the Reichsbank did not wait for this decree ; it had 
already taken the law in its own hands without any 
special authorization by its Government. 

For some unknown reason, the Reichsbank did not 
take any active hand in the exploitation of Poland. 
Immediately after the invasion, the first of the Reichs- 
kredits-Kassen was established there, and later on a new 
bank of issue, the Emissionsbank in Polen, was created. 
Possibly the reason why the Reichsbank did not take 
a hand was that the Bank of Poland had succeeded in 
removing abroad all its gold, so that there was no loot 
to be secured. 

In Scandinavia, the Low Countries, France, and the 
isalkans the Reichsbank did not appear openly. Reichs- 
kredit-Kassen, printing their own notes, supplied the 
occupation armies with notes, and subsequently Kom- 
missars were appointed by the German authorities to 
manage or supervise the local Central Banks. Some, but 
not all, of these Kommissars were Reichsbank officials. 
The Central Banks were forced to surrender their gold 
to the Reichsbank, against a Reichsmark claim. The 
Reichsbank has also played an important part in 
the systematic looting of the conquered peoples, in that 
the conquered Central Banks had to accumulate huge 
frozen Keichsmark balances with the Reichsbank as 
a result of commercial and financial transactions between 
the Reich and the conquered countries. It may be 
argued that, after all, the Reichsbank is a Government 
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bank, and as such is simply obeying instructions. Be 
that as it may, the fact that it has played such a prominent 
part in the looting of conquered peoples is worth 
remembering. 

The Reichsbank is by no means alone among the 
German banks to be engaged in the disgraceful task of 
looting the defeated nations. The two ‘“ D”’ banks, 
the Deutsche Bank and the Dresdner Bank, and to a 
less extent other German banks, have also succeeded in 
securing their share in the loot. As soon as a country is 
conquered, the ‘“‘D’”’ banks hasten to reach out their 
tentacles towards the leading banks of the conquered 
peoples. They secure control over these banks, usually 
at a negligible cost. In Czecho-Slovakia, for instance, 
the measures adopted by the German authorities threat- 
ened with insolvency the two leading Czech banks. Conse- 
quently, they had to agree to be taken over by the 
Deutsche Bank and the Dresdner Bank——on the terms 
of the acquiring institutions. In Poland, too, the “ D” 
banks soon secured a foothold. Their branches are now 
operating everywhere—this in spite of the fact that 
Dr. Frank, Governor of Poland, declared that there were 
far too many banks in Poland. Needless to say, the 
Polish banks have to disappear to make room for the 
German banks. 

In Scandinavia and Western Europe, the “‘ D’”’ banks 
operated less openly, but in the Balkans they reverted 
to the methods applied in Czecho-Slovakia and Poland. 
The ‘‘ D” banks took over the National Bank of Greece 
and the Bank of Athens—with the exception of the 
latter’s overseas branches, of course—and secured them- 
selves a strong foothold also in Yugoslavia. Their latest 
exploits have been reported from the “ liberated ” Baltic 
States. In Lithuania, three local banks were not prompt 
enough in complying with the instructions of the Gestapo ; 
they were consequently taken over by the Dresdner Bank. 
This bank and other German banks opened branches all 
over the Baltic States, largely by means of gaining 
possession of the existing banks. 

In the case of the Reichsbank it is possible to argue 
that the German bankers concerned merely carry out 
instructions by the Government, though the fact that 
Funk is the President of the Reichsbank make it seem 








“THE BANKER 


234 





probable in reality that the measures executed by the 
Reichsbank are devised by the Reichsbank. It is possible 
that the expansion of the ‘“‘ D”’ banks and other unofficial 
banks in Plunderland is also inspired by official quarters. 
Nevertheless, it is impossible to exonerate the German 
bankers concerned of the blame on that account. For 
there is evidence to show that there is keen competition 
between the two ‘“‘ D”’ banks in their efforts to secure 
their due share in the spoils. Neither of the two leading 
banks wishes to be left behind; both of them seek to 
become a European bank, and subsequently a world 
bank, through gaining possession of the banking resources 
and facilites of the conquered races. 

The contrast between the reserved attitude of German 
bankers during 1914-18 and their undisguised greed in 
looting their foreign fellow-bankers during the present 
war may be explained on the ground of the general 
deterioration of German commercial morality under Nazi 
rule. But perhaps that commercial morality was in 
any case only skin-deep. For even in the old days 
German commercial honesty was inspired less by moral 
considerations than by pure expediency. In the prevailing 
circumstances it paid to be honest. In any event, the 
unqualified greed of German bankers to-day suits the 
books of the German authorities for more than one 
reason. It helps them in their task of exploiting their 
Plunderland for the benefit of Germany in accordance 
with the basic principle of Hitler’s ‘‘ New Order.” It 
secures for Germans a number of key positions in 
conquered countries, and furthers the aim of reducing 
the subject races to the role of subordinates in their 
own countries. In addition, it secures the complicity of 
an influential class in Hitler’s war guilt. It suits the 
books of the Nazi leaders to increase the number of their 
accomplices as far as possible. By gravely compromising 
tiie German bankers in the eyes of foreign opinion, Hitler 
no doubt hopes to preclude the possibility of losing their 
support. He and the German bankers are now bound 
together by their partnership in crime. 
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International Banking Review 


France 


HE consequences of the excessive amounts of 

reparations collected by Germany from France in 

the form of occupation expenses are becoming 
increasingly evident. Even while Germany was preparing 
for the invasion of Great Britain and kept a large army 
in France, the amount of Fcs.400,000,000 a day was well 
in excess of the actual amount spent on the maintenance 
of that army. Now that the bulk of the German troops 
has been transferred to Russia, the amount collected for 
occupation expenses is a multiple of the amount actually 
spent on the maintenance of the skeleton garrisons leit 
behind. The fact that, even though actual occupation 
costs have been reduced to a fraction of what they were 
a few months ago, the amounts collected from France 
have not been adjusted clearly shows that the levy 
imposed on France is a war indemnity pure and simple. 


In practice, this state of affairs means that the 
Germans have at their free disposal much larger amounts 
of francs than before. Since they are unable to increase 
their purchases of goods—the stocks having been already 
depleted through earlier looting—they spend the surplus 
on the purchase of French-owned securities. A block of 
25,000 Suez Canal shares was bought recently by German 
interests from M. de Wendel. Suez Canal shares are also 
bought on German account on the Paris Bourse and on 
the Bourses of Unoccupied France. As a result, their 
quotation rose appreciably. There is also a strong 
German demand for French industrial shares. The Vichy 
Government made a feeble attempt at checking German 
buying of French securities in Unoccupied France, but 
their measures to that effect had to be repealed on the 
order of the German authorities. 


In banking circles abroad, acquainted with pre- 
invasion conditions in France, the sale of M. de Wendel’s 
holding of Suez Canal shares caused much surprise. It is 
well known that leading French industrialists and 
financiers in general have always refused to consider the 
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idea of parting with their Suez Canal shares. If 
M. de Wendel has decided to sell his block, it was pre- 
sumably as the result of irresistible pressure. This fact 
seems to indicate that even the members of the French 
financial ‘‘ upper ten’’ who are the main supporters of 
Darlan’s policy of collaboration with Germany, are 
anything but happy under German control. 


Dutch Colonies 


The States of Curacao passed a resolution in October, 
requesting the Queen of the Netherlands to issue a 
Royal Decree linking the currency of the Colony to gold, 
and to negotiate a revision of the existing monetary 
agreement with Great Britain. This agreement was 
reached soon after the invasion of Holland. By virtue 
of it the Dutch Colonies have joined the sterling bloc, 
and have agreed to accumulate their export surplus to 
this country in the form of sterling balances. The British 
authorities, on the other hand, have agreed to meet the 
essential dollar requirements of the Dutch Colonies. The 
amount of dollars to be allotted to Curacao is fixed by 
monthly negotiations. Since Curacao’s main customer is 
Great Britain, while her imports come mostly from the 
United States, she has accumulated a substantial sterling 
balance. The States of Curacao would now like to 
convert a large part of this amount into dollars. At the 
same time, they would like Curacao to leave the sterling 
bloc and assume a monetary status similar to that of 
Canada. 

The resolution passed by the Curacao States provided 
an opportunity for an outburst of German propaganda 
activity in Holland. The German-controlled radio and 
Press gave much publicity to what was represented as 
‘“ British exploitation’’ of the Dutch colonies. They 
omitted to mention the fact that Holland’s export surplus, 
amounting to a multiple of that of Curacao, is accumu- 
lated in the form of a frozen reichsmark balance with the 
Reichsbank. The difference between the British and 
German attitude is that, while Curacao receives from 
Britain the dollar amounts that are indispensable to her, 
Holland receives no foreign exchange whatever from 
Germany. 
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Negotiations are understood to be in progress for the 
increase of the monthly dollar allotment to Curacao. 
The colony’s claim to break away from the sterling bloc 
is not likely to be satisfied, but it is possible that a 
maximum limit will be fixed to its sterling balances. 
Any amounts in excess of that maximum would be 
converted into dollars. 


China 


Steps have at last been taken to secure the effective- 
ness of the British-American support given to the 
Chinese dollar. Hitherto, a large part of the sterling and 
U.S. dollars allotted for the purpose has been wasted, 
because their sales by the “ Control’’ merely provided 
the counterpart for operations aiming at an export of 
capital and even for Japanese operations. From now on, 
trade between China on the one hand and the United 
Kingdom, the British Dominions and Colonies, and the 
United States on the other, will only be authorised on 
the condition that payment is made through an approved 
bank. It is to be hoped that the arrangement will be 
extended over the Dutch Colonies, in which case it will 
cover all the ‘‘ A.B.C.D.’’ Powers. As it is, the pre- 
dominant part of China’s foreign policy is covered by 
the arrangement. The origin of the agreement was 
connected with the recent freezing of all Chinese assets 
in the British Empire and the United States in order to 
prevent Japan from drawing on assets owned by Chinese 
resident in Japanese-controlled territory. In practice, 
it will do much more than that. It will go a long way 
towards preventing a further depreciation of the Chinese 
dollar. 

Whether it will now be possible to stabilize the 
Chinese dollar or not, there is no likelihood of adopting 
the suggestion that the Hongkong dollar should be 
adjusted to the Chinese dollar. The Colony’s trade with 
China is not suffering through any over-valuation of its 
currency in relation to the Chinese dollar, for the simple 
reason that it consists mainly of re-export trade. In 
any case the devaluation of the currency of any part of 
the British Empire in existing circumstances would 
constitute a bad precedent which would create an 
unfavourable impression. 
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Correspondence 


Bank Accounts v. Savings Certificates 


To the Epitor oF ‘‘ THE BANKER” 


NATIONAL SAVINGS COMMITTEE, 
20 Great Smith Street, 
Westminster, S.W.1. 
SIR, 

While fully appreciating the broadly sympathetic tone 
of the notes in “A Banker’s Diary”’ in your issue of 
October, 1941, may I be allowed to suggest that the 
passage in the first paragraph on page g virtually concedes 
my point. It reads “ this fundamental act of saving is 
quite effectively performed by any bank depositor who 
does, in fact, allow his bank balance to increase and 
refrains from depleting it by drawing unnecessary cheques.” 

This is my whole point and it is essentially a psycho- 
logical one. When once the money is put into the 
Savings Bank, or is used for the purchase of a Government 
security, there is established an automatic resistance to 
the spending of the money. It is true that the individual 
can sell out and spend, but it is far easier to spend from 
an existing Joint Stock Bank balance which is being 
normally drawn upon for current expenditure, only 
requiring the act of signing a cheque, than it is from a 
Savings Bank deposit or from a holding in Savings Certi- 
ficates or Defence Bonds, which must be realized as a 
preliminary to spending. Moreover, the very terms of 
the issue of Savings Certificates and Defence Bonds and 
the nature of Savings Bank deposits tend to discourage 
realization, whereas there is no such discouragement in 
the case of an ordinary available Bank Balance. 

The figures of Savings Certificates are very striking 
in this respect. Certificates outstanding amount to 
£690,134,924. Interest accrued is £160,700,000, making 
a total of £850,834,924. Yet the amount repaid from 
November 20, 1940, to September 30, 1941, was only 
£28,815,067, including interest. This of course, includes 
deceased accounts, which must be considerable out of 
about twelve to thirteen million holders, 
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The repayment figure of Defence Bonds was only 
£1,989,740 for the same period, against an existing total 


of £342,333,571- 

I am sure you will agree that there is no real com- 
parison between these investments and a current account 
in a Bank. 

Yours faithfully, 
KINDERSLEY, 
President. 


[We agree wholeheartedly witli Lord Kindersley that 
it is vitally important savings should flow into Gov- 
ernment securities rather than be held in liquid form. 
Our point was rather that even a purchase of securities 
does not represent an irrevocable surrender of purchasing 
power. Just as savings in the form of bank deposits can 
be withdrawn by the drawing of cheques, so can savings 
in the form of securities be withdrawn by encashment or 
realization in the market, though the temptation to do 
so is no doubt greatly reduced. Lord Kindersley’s figures 
showing the remarkably small repayments to date of 
National Savings Certificates and Defence Bonds are 
convincing proof that up to the present the danger has 
been largely a theoretical one. When one considers the 
various domestic contingencies which might legitimately 
justify drafts on savings (such as illness, unemployment, 
etc.), the figures are clearly most gratifying, though it is, 
of course, in the immediate post-war period that the 
problem of inducing the public not to draw upon its 
accumulated savings will really present itself.—Ed., 
BANKER. | 






The Yield of a Capital Levy 


To the Epitor of “ THE BANKER” 
Rolls Wood Cottage, 
Welwyn, 
Sir, Herts. 
As I was (I think) the first person to point out that 
under our present conditions of high taxation on incomes 


and estates the yield of a steeply graduated capital levy 
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could actually be negative, may I make a brief comment 
on Professor J. R. Hicks’ letter in your November issue ? 

Professor Hicks now admits that it is at any rate 
possible to imagine cases in which the levy would yield 
a negative return in the sense that the loss of revenue 
from taxation due to it would exceed the saving of 
interest on national debt redeemed out of the levy. 
To that extent he modifies the statement on p. 193 
of his excellent and invaluable work on “ The Taxation 
of War Wealth,” that ‘“ nevertheless there will always 
be some net advantage ; the loss of receipts from other 
taxes may approach the saving in interest very nearly 
but cannot exceed it.’’ But he seems still to deny that 
under our present conditions of taxation the yield would 
be negative—that it would be actually necessary to 
raise rates of income and surtax after the levy instead 
of reducing them. To suggest as much, as you did, is, 
he thinks, “‘ going too far.” 

I submit, on the contrary, that Professor Hicks’ 
withdrawal does not go far enough. In his letter he gives 
an actual case in which, following a 50 per cent. levy 
on a millionaire’s estate, the Exchequer would suffer 
a net revenue loss of £4,000, due to loss of income tax 
and surtax exceeding the interest on {£500,000 debt 
wiped out by the millionaire’s contribution to the 
levy. But he then unaccountably proceeds to brush 
aside the part played by Death Duties in capital levy 
arithmetic. Death Duties, he says, are themselves a 
form of capital levy and “ there is no further loss from 
Death Duties to be considered.”” This argument will 
not hold water. The yield of a capital levy, under the 
proposals which hold the field, is applied to redemption 
of national debt. But Death Duties under our (to my 
mind highly questionable) system are used as current 
revenue. In the case of Professor Hicks’ millionaire, 
Death Duties will amount to roughly £520,009 on his 
{1,000,000 of capital if he dies before the levy: to only 
£220,000 if he dies after. If he dies the day after the 
levy —and some millionaires die every year—the next 
National Budget will thus suffer to the extent of £300,00c 
on top of the £4,000 due to loss of income and surtax. 
The actual aggregate effect on the Budget of loss of 
Death Duties is a matter of actuarial calculation, but 
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Professor Hicks himself in the figures in his book suggests 
that it must be substantially greater than the loss of 
income tax and surtax. 

The important point, however, is not whether a 
capital levy imposed at the end of the war will result 
in a few millions of net return, or whether it would (as 
I think) yield an actual loss. It is that under present 
conditions of taxation and interest rates a levy of the 
kind mooted (i.e., a steeply graduated levy) is simply 
not worth while. If there is to be a levy, it must, as 
Professor Hicks says, be of a much “ flatter” type, 
falling heavily on moderate estates as well as on big 
ones. Such a levy might have economic but would 
certainly have no political attractions. 

It would be certainly none the worse for that, but 
| wonder whether after all a capital levy will serve any 
very desirable object. It looks as though the monetary 
difficulties which will face us after the war will arise, 
not so much from the absolute size of the national debt 
or even from the size of the annual interest bill, as from 
a superabundance of immediately available purchasing 
power. Part of this, indeed, may arise through the 
excessive liquidity of that part of the National Debt, 
e.g. Savings Certificates or Defence Bonds, which can 
be encashed at short notice, but it does not appear that 
a capital levy would be a particularly efficient remedy 
for this trouble. For one thing, it could hardly be 
brought into operation in time to exercise any control 
over the first surging torrent of released purchasing 
power. 

Nor does a capital levy seem necessary as a means 
for redistributing the excessive share of the national 
income which previously fell to the lot of the rich rentier. 
That redistribution has already taken place—as a war- 
time measure. The man with {1,000,000 invested at 
5 per cent. has seen his spendable income drop from 
£21,600 in 1937/38 to £4,500 in 1941/42. He still retains 
his capital, but, with Death Duties running up to 60 per 
cent. and more, and with income tax on a level which 
precludes any possibility of providing for them out of 
income, the lapse of a comparatively few years will 
remedy that—especially if income taxation on unearned 
incomes is maintained at a high rate after the war. 
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Meanwhile, if it were provided that the yield of 
Death Duties should be treated as a sinking fund instead 
of as current revenue, the National Debt could be 
steadily reduced without any upset to the general 
economic balance, though of course at only a fraction 
of the speed with which the levy could do it. 

Yours faithfully, 
O. R. HOBSON 

(Professor Hicks comments :—The substantial point 
of difference between Mr. Hobson and myself concerns 
the effect of a capital levy on the yield of death duties. 
It is, of course, not to be denied that the gross receipts 
from Death Duties will be reduced on account of the 
levy ; but the gross receipts are not the only thing to 
be taken into account. When, in any year, the Chancellor 
collects Death Duties from estates which fall in, he is 
diminishing his prospective receipts from income-tax 
and surtax, so that the net revenue from Death Duties 
(allowing for repercussions in future years) is always less 
than the apparent revenue. The fact that Death Duties 
are used to finance expenditure, not for debt redemption, 
does not make any difference. I cannot believe that 
Mr. Hobson means to perpetrate such a slander upon 
the British system of public finance as to suggest that 
when the Government raises taxes from millionaires and 
spends the proceeds, the money goes straight back into 
the pockets of the millionaires, so that they have the 
same taxable capacity as before. Surely, however their 
capital is taxed, it does reduce their future taxpaying 
capacity. 

If we suppose that the present rates of income tax 
and surtax are to go on indefinitely (and that is what 
Mr. Hobson’s argument appears to assume), then the 
net revenue from Death Duties, taken in this sense, 
is reduced almost (if not quite) to vanishing point, and 
therefore a levy would not reduce it further to any 
appreciable extent. This argument does indeed lose most 
of its force if we are allowed to contemplate a future 
reduction of income-tax and surtax rates towards a less 
extortionate level ; but the same applies to the whole of 
Mr. Hobson’s argument. I am myself optimistic enough 
to believe that a calculation based upon the tax rates of 
1936 is still more interesting, when we have regard to 
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the whole future, than one based upon the tax rates of 
1941. 

I do, howéver, feel very grateful to Mr. Hobson for 
raising the matter, since he has made me think the thing 
out a stage further than I did when we were writing 
“The Taxation of War Wealth.” The calcuiation on 
p. 283 of that book would have been improved if we had 
paid attention to the qualification about Death Duties 
which has now come up. I do not believe that the 
results would have been very seriously affected ; as long 
as tax rates are only moderate, the correction which has 
to be made to the “ Loss in Death Duties ”’ is not great ; 
but it is necessary to take the point into account if one 
is not to get nonsensical results when income-tax and 
surtax rates are high.) 


Appointments & Retirements 


British Overseas Banks Association 


Mr. E. H. Lawrence, general manager of the National 
Bank of India, has been elected chairman of the British 
Overseas Banks Association for the coming year. 


Lloyds Bank 


At Head Office, Mr. S. B. Wyatt, from the Inspection 
Staff, has been appointed an inspector (India). 


Westminster Bank 


Mr. L. P. Meredith, an assistant general manager, 
has been appointed a joint general manager of the bank. 
Mr. S. H. S. Marchant, the manager of Threadneedie 
Street Office, and Mr. H. Cremer, a controller, have been 
appointed assistant general managers. Mr. F. A. Rabino, 
formerly the manager of the Paris Office of the bank’s 
Auxiliary Westminster Foreign Bank, has succeeded 
Mr. Marchant as manager at Threadneedle Street. 


Williams Deacon’s Bank 


Mr. Kenneth Murray, W.S., Edinburgh, has been 
elected to a seat on the board to fill the vacancy caused 
by the resignation of Mr. Herbert William Haldane, C.A. 
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North of Scotland Bank 


On the retirement of Mr. Reginald Melville, Mr. Lewis 
C. Fowler, agent at Portgordon branch, has _ been 
appointed agent at Brora branch. Portgordon branch 
will now be carried on as a sub-branch to Harbour branch, 


Buckie. 





Obituary 


Mr. Lewis Huth Walters 


The Midland Bank has suffered a great loss through 
the death of Mr. Lewis Huth Walters, deputy chairman 
of the bank since February, 1939. Mr. Walters was a 
partner in Frederick Huth and Co. until the amalgamation 
of that firm with the British Overseas Bank with whom he 
continued for a time as advisory director. From 1911 to 
1925 he was a director of the Anglo-Egyptian Bank, and 
from 1932 until May, 1940, was chairman of the Accepting 
Houses Committee in which he had been intimately 
connected since its foundation in 1914. He was a director 
of the London Joint Stock Bank before this was amal- 
gamated with the Midland Bank. 

Mr. T. Greenwell 

Money market circles will learn with deep regret of 
the death of Mr. T. Greenwell, a joint general manager 
of the Midland Bank, who came into close contact with 
the discount market in dealing with brokers’ loans. 

Mr. Greenwell was born in 1883 and began his banking 
career with the Midland Bank in 1899, becoming a 
Certificated Associate of the Institute of Bankers before 
reaching the age of 20. He came to London in 1925 as 
general manager’s assistant. Three years later he was 
appointed assistant general manager and became a joint 
general manager in 1936. 

Mr. A. W. Robertson Durham 


The death has occurred in Edinburgh of Mr. Alexander 
Weir Robertson Durham, a director of the Commercial 
Bank of Scotland, Scottish Widows’ Fund, A. B. Fleming, 
Ormiston Coal and various investment trust companies. 





Incorporated by Royal Charter, 1727 


ROYAL BANK OF SCOTLAND 


Head Office: St. Andrew Square, Edinburgh 
Principal London Office: 3 Bishopsgate, E.C.2 


Branches throughout Scotland 








THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746 





Head Office :—38 ST. ANDREW SQUARE, EDINBURGH 


| 200 Branches in Scotland | 


London Offices : 
City Office :—38 THREADNEEDLE STREET, E.C.2 
West End Branch :—198 PICCADILLY, W.I 





(Incorporated in Egypt. Liability of Members is Limited.) 


HEAD OFFICE : CAIRO 


Commercia! Register No. 1 Cairo 


FULLY PAID CAPITAL - - £3,000,000 
RESERVE FUND - - - £3,000,000 


London Agency 


6 and 7 KING WILLIAM STREET, E.C.4 


Branches in all the Principal Towns in 


EGYPT and the SUDAN 


A. M. BONNER, L™ “i” 


30 LIME ST. 


Tel. 
LONDON, E.C.3 


Mansion House 


0794 


DATING STAMPS, URGENT ORDERS 4UTomatic NUMBERING AND 
ENDORSING INKS AND — DATING MACHINES, COMPANY 
SELF-INKING PADS A Speciality SEALS, GENERAL ENGRAVERS 








LLOYDS BANK LIMITED 


For every class of 
Banking Business 


Chairman 
THE RT. HON. LORD WARDINGTON 
Deputy Chairman Vice-Chairman 
SIR AUSTIN E. HARRIS. K.B.I SIR FRANCIS A. BEANB 
Chief General Managers 
R. A. WILSON, SYDNEY PARKES 

Joint General Managers 

S. P. CHERRINGTON, L. A. STANLEY, E. WHITLEY-JONES, 
A. H. ENSOR, W. R. BOWN 


Head Office: 71 LOMBARD STREET, LONDON, 





T 
HONGKONG AND SHANGHAI 
BANKING CORPORATION 


(Incorporated in the Colony of Hongkong. The liability of members is limited to 
the extent and in manner prescribed by Ordinance No. 6 of 1929 of the Colony). 


AUTHORISED CAPITAL . is ose oe eve $59,000,000 
ISSUED & FULLY PAID-UP aa ‘ $20,000,000 
RESERVE FUNDS— 
STERLING . - £6,500,000 
HONGKONG CURRENCY $10,000,000 
RESERVE LIABILITY OF PROPRIETORS $20,000,000 


Head Office: HONGKONG 
London Office: 9 GRACECHURCH ST., E.C.3 





Branches & Agencies throughout India and the Far East, &c. 





HONGKONG & SHANGHAI BANK (TRUSTEE) LIMITED 
g, Gracechurch Street, E.C.3, a company incorporated in England, and an 
affiliate of The Hongkong and Shanghai Banking Corporation, is prepared 
to act as Executor and ‘Trustee in approved cases. 


Full particulars may be had on application 





PRINTED IN GREAT BRITAIN BY F. J. PARSONS, LTD., LENNOX HOUSE, NORFOLK STREET, LONDON, W.C.2, AND 
HASTINGS AND PUBLISHED MONTHLY BY THE FINANCIAL NEWS LIMITED, 20 BISHOPSGATE, LONDON, E.C.2 








